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Honourable  Rick  Orman 
Minister  of  Energy 
228  Legislature  Building 
Edmonton,  Alberta 

Dear  Sir: 

We  are  pleased  to  submit  our  report  entitled  "Review  of  Objectives  and  Implementation  of 
the  Electric  Energy  Marketing  Act."  The  report  contains  the  Panel's  unanimous  conclusions 
and  recommendations  in  response  to  the  following  terms  of  reference: 

•  Are  the  original  objectives  established  for  EEMA  still  valid  for  Alberta  in  the  1990s? 

•  If  the  original  objectives  are  still  vahd,  is  the  current  implementation  of  EEMA  the 
most  effective  and  fair  way  to  achieve  EEMA's  objectives? 

•  If  the  original  objectives  and/or  implementation  are  not  valid,  what  are  the 
alternatives  to  EEMA? 

The  Panel  observes  that  Albertans  benefit  fi-om  the  current  electric  system  which  includes 
a  mix  of  investor-owned  and  mimicipally  owned  utilities.  Although  there  are  opportunities 
for  improvement  which  should  be  considered,  as  noted  in  the  report,  the  Alberta 
Interconnected  System  has  served  Alberta  well  through  changing  economic  circumstances. 

Yours  sincerely. 
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Definitions 


Alberta  Interconnected   Those  plants  and  loads  that  are  interconnected  by  a  continuous 

transmission  system.  The  majority  of  the  Alberta  electric  facilities 
are  interconnected. 


System 
Cogeneration 


Downstream  costs 


The  joint  production  of  electricity  and  thermal  energy  from  the 
same  input  of  fuel. 

The  costs  of  TransAlta,  Alberta  Power  and  Edmonton  Power 
which  are  not  pooled  in  the  EEMA  process  and  consist  primarily 
of  distribution  costs. 


Load 


Load  factor 


Rate  base 

Service  area 

Transfer  payments 
Upstream  costs 


Total  electricity  demand  for  service  on  a  utility  system  at  any  given 
time. 

The  ratio  of  electric  energy  actually  consumed  during  a  year,  or 
any  given  period,  to  the  energy  that  would  be  consumed  if  the 
maximum  demand  existed  continuously  throughout  the  designated 
period. 

The  costs  of  plant,  property  and  equipment  which  the  PUB  allows 
the  utilities  to  recover  through  consumer  rates. 

Territory  in  which  a  utility  company  has  the  right  to  supply  or 
make  available  its  utility  service. 

The  payments  made  under  the  EEMA  process. 

The  costs  of  TransAlta,  Alberta  Power  and  Edmonton  Power 
which  are  pooled  in  the  EEMA  process  and  consist  primarily  of 
generation  and  transmission  costs. 
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SUMMARY 


1.  The  EEMA  Review  Panel  was  appointed  by  the  Honourable  Rick  Orman,  Minister  of 
Energy,  to  review  certain  aspects  of  the  Electric  Energy  Marketing  Act  (EEMA),  as 
defined  in  the  terms  of  reference  quoted  in  Section  1  (page  17)  of  this  report. 

2.  In  response  to  the  public  notice  regarding  its  review,  the  Panel  received  close  to  900 
registrations  to  participate.  Of  these  registrants,  over  550  made  written  submissions,  of 
which  some  150  were  supported  by  their  authors  at  public  hearings  called  by  the  Panel. 

3.  Views  expressed  in  the  submissions  varied  significantly,  depending  largely  on  the  utility 
service  area  within  which  those  making  the  submissions  resided  or  were  established. 

4.  Most  of  those  in  the  Alberta  Power  Limited  service  area  favoured  retention  of  the 
EEMA  program  on  the  grounds  that  it  was  fair  to  residential  customers  and  that  it  was 
essential  to  balanced  economic  development.  Without  it,  the  costs  of  electric  energy  in 
Alberta  Power's  service  area  would  increase  dramatically.  They  also  pointed  out  the 
benefits  to  the  entire  province  of  new  development  in  Alberta  Power's  service  area. 

5.  Edmonton  Power  also  urged  that  the  program  be  continued  without  change.  It  suggested 
that  the  factors  responsible  for  the  program's  creation  are  expected  to  increase  in 
importance  during  the  1990s. 

6.  Those  in  the  TransAlta  Utilities  Corporation  service  area  recommended  modifications 
to  reduce  the  amount  of  transfer  payments  from  their  area  to  the  other  service  areas, 
thereby  reducing  the  cost  of  electricity  within  their  area.  They  argued  that  it  was  unfair 
for  them,  representing  some  60  per  cent  of  the  population  of  the  province,  to  have  to 
pay  the  cost  of  a  program  which  benefited  only  the  other  40  per  cent  of  the  population. 
TransAlta  and  others  proposed  a  phase-out  of  the  program,  while  retaining  a 
modification  of  it  for  existing  and  currently  approved  facilities. 

7.  After  studying  the  existing  situation,  the  submissions,  and  the  various  proposals,  the  Panel 
decided  that  while  the  basic  program  should  be  retained,  modifications  were  needed,  as 
discussed  in  Section  4  of  this  report. 

8.  The  Panel  recommends  that: 

(1)  The  EEMA  pricing  formula  should  be  adjusted  so  that  a  utility  would  receive 
transfers  payments  only  when  its  PUB-approved  generation  and  transmission  costs 
exceed  the  average  of  such  costs  by  6  per  cent  or  more.  The  transfers,  when 
made,  would  be  limited  to  those  necessary  to  reduce  the  utilities'  generation  and 
transmission  costs  to  6  per  cent  above  the  average. 
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(2)  All  provincial  and  non-rebated  federal  income  taxes  related  to  generation, 
transmission  and  distribution  activities  of  the  investor-owned  utilities  should  be 
pooled  and  fully  equalized  through  the  EEMA  process. 

(3)  All  costs  and  revenues  related  to  electricity  imports  to,  and  exports  from,  the  AIS 
should  be  pooled  and  fully  equalized  through  the  EEMA  process. 

(4)  The  Government  of  Alberta  should  continue  to  request  that  the  federal 
government  remove  the  capping  of  the  federal  income  tax  rebate  since  it 
discriminates  against  Albertans. 

(5)  Costs  imposed  upon  any  of  the  utilities  by  new,  province-wide,  government- 
imposed  programs,  such  as  those  for  environmental  purposes,  and  costs  of  other 
programs  at  the  discretion  of  the  Minister  of  Energy,  should  be  pooled  and  fully 
equalized  through  the  EEMA  process. 

(6)  The  Department  of  Energy  should  review  and  determine  the  merits  of  the 
following  suggestions  made  to  fine  tune  the  EEMA  process:  placing  Cities 
Compensation  under  the  jurisdiction  of  the  PUB;  moving  to  one  EEMA  consumer 
group;  and  re-evaluating  the  EEMA  adjustment  process. 

(7)  The  Department  of  Energy,  in  its  review  of  the  regulation  of  the  electric  energy 
industry,  should  give  consideration  to  the  observations  of  the  Panel  outlined  in 
Section  5  of  this  report. 

(8)  The  EEMA  Act  should  be  amended  as  necessary  to  give  authority  for  the 
aforementioned  recommendations. 

(9)  Alberta's  electric  utilities  should  place  greater  emphasis  on  reducing  retail  rate 
disparities  among  the  utilities  when  setting  their  electricity  rates. 

(10)  The  appropriateness  and  functioning  of  EEMA  should  be  reviewed  as  warranted 
by  substantive  changes  in  the  regulatory  system,  in  the  structure  of  the  industry 
or  in  the  related  government  policies,  but  at  least  within  the  next  10  years. 
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1.  INTRODUCTION 


1.1  BACKGROUND 
Alberta's  Electric  Utilities 

Alberta's  electric  industry  consists  of  a  mix  of  investor-owned  and  municipally  owned 
utilities,  as  shown  in  Table  1.1.  It  differs  from  most  other  provinces  in  Canada  which 
have  single,  publicly  owned  electric  utilities  providing  generation  and  transmission.  In 
Alberta,  the  entire  system  of  generation,  transmission  and  distribution  facilities  is  known 
as  the  Alberta  Interconnected  System  (AIS).  Four  utilities  generate  electricity:  Alberta 
Power,  Edmonton  Power,  the  City  of  Medicine  Hat  and  TransAlta.  These  four  utilities 
are  fully  integrated  since  they  generate  electricity  and  provide  bulk  transmission  and 
distribution  service  to  final  consumers.  The  remaining  utilities  purchase  electricity 
wholesale  from  TransAlta  and  provide  distribution  services  to  final  consumers. 

Service  Areas 

The  utilities  each  have  a  right  and  an  obligation  to  provide  electric  service  to  consumers 
in  their  respective  service  areas.  The  service  areas  are  shown  in  Table  1.1.  The  service 
areas  of  TransAlta  and  Alberta  Power  cover  most  of  the  province.  At  present,  the 
Energy  Resources  Conservation  Board  (ERCB)  is  responsible  for  settling  service  area 
boundary  disputes,  though  the  historical  development  of  these  service  areas  followed  no 
formal  process.  Service  areas  developed  primarily  because  towns  and  villages  (many  of 
which  already  had  generation  and  distribution  facilities)  wished  to  be  connected  to  a 
transmission  system.  This  prompted  the  utility  company  with  the  closest  transmission 
facilities  to  provide  service.  In  many  cases,  the  utility  then  purchased  the  town's 
generation  and  distribution  facilities  and  assumed  control  of  all  electric  responsibilities 
in  the  surrounding  area. 

Regulatory  Framework 

Regulation  of  Alberta's  electric  industry  is  required  largely  because  of  the  non- 
competitive market  structure  that  results  from  each  utility  having  the  sole  right  to 
provide  electricity  in  its  service  area.  The  basic  objective  of  electricity  regulation  is  to 
ensure  that  safe  and  reliable  electricity  is  supplied  in  an  environmentally  responsible 
manner  at  lowest  cost  recovered  from  consumers  in  a  fair  and  equitable  manner.  In 
other  words,  regulation  establishes  the  broadly  defined  performance  and  pricing 
standards  of  the  electric  industry.  Alberta's  municipally  owned  utilities,  including  those 
which  are  distribution  utilities,  have  legislated  autonomy  in  setting  electricity  rates 
through  their  respective  city  councils. 
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Table  1.1 
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For  the  purpose  of  regulating  the  addition  of  new  facilities,  the  AIS  is  treated  as  a  single 
system.  The  ERCB  evaluates  applications  for  new  facilities  and  recommends  when 
plants  are  needed,  and  which  plants  should  be  built  if  competing  applications  are  filed. 
While  facility  planning  is  done  individually,  and  to  some  extent  competitively  among  the 
utilities,  load  forecasting  is  done  jointly  through  the  Electric  Utility  Planning  Council 
(EUPC). 

The  Public  UtiUties  Board  (PUB)  is  responsible  for  setting  consumer  rates  of  investor- 
owned  utilities  and  for  approving  costs  pooled  under  the  EEMA  program.  The  PUB 
gives  intervenors  an  opportunity  to  scrutinize  proposed  rate  increases  and  make 
recommendations. 

Origbis  of  the  Electric  Energy  Marketing  Act 

EEMA  came  into  effect  in  September  1982  with  the  main  objective  of  equaHzing  the 
wholesale  (generation  and  transmission)  costs  of  electricity  province-wide.  The  EEMA 
program  followed  an  extensive  two-year  provincial  goveniment  review  of  the  structure, 
organization  and  direction  of  Alberta's  electric  utility  industry.  The  review  responded 
to  a  number  of  concerns,  including  expectations  of  large  growth  in  electricity  demand 
and  rate  disparities  between  similar  electricity  consumers  served  by  different  utilities. 

EEMA  Process 

The  EEMA  process  covers  three  of  the  four  generating  utilities  in  Alberta:  TransAlta, 
Alberta  Power  and  Edmonton  Power.  Medicine  Hat  opted  to  be  excluded  from  the 
process.  The  equalization  of  generation  and  transmission  costs  is  achieved  by  each 
participating  utility  seUing  its  electricity  to  EEMA  based  on  its  own  generation  and 
transmission  costs,  and  then  purchasing  the  electricity  back  from  EEMA  at  the  average 
generation  and  transmission  costs.  The  responsibility  for  overseeing  the  EEMA  process 
was  transferred  to  the  Department  of  Energy  after  the  Electric  Energy  Marketing 
Agency  was  dissolved  in  June  1991. 

Link  Between  EEMA  and  the  Rate  Setting  Process 

The  PUB  approves  the  retail  electricity  rates  of  the  investor-owned  utilities  based  on  the 
costs  from  EEMA,  the  costs  of  their  distribution  systems,  municipal  taxes  and  return  on 
distribution  system  investment.  The  municipally  owned  distribution  utilities,  which 
include  the  cities  of  Calgary,  Lethbridge  and  Red  Deer,  purchase  electricity  from 
TransAlta  based  on  wholesale  rates  that  are  similar  to  the  average  cost  from  EEMA 
Municipal  governments  are  free  to  set  the  retail  rates  for  their  own  customers.  They 
usually  set  these  rates  based  on  the  costs  from  EEMA,  distribution  costs,  municipal 
taxes,  and  contributions  to  equity  and  profits. 
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Electricity  Rates  in  Alberta 

Electricity  rates  in  Alberta  have  increased  considerably  in  recent  years,  particularly  for 
TransAlta's  and  Alberta  Power's  consumers.^  Although  EEMA  has  received  much  of 
the  blame  for  these  increases,  there  are  a  number  of  other  significant  factors,  including: 

•  Rate  increases  due  to  growth  in  electricity  demand,  which  translated  into  large 
additions  to  generation  capacity. 

•  Forecasts  of  sharply  rising  energy  demand  which  did  not  reflect  the  economic 
slowdown  of  the  1980s,  but  resulted  in  carrying  costs  for  surplus  generating  capacity. 

•  The  cancellation  of  the  provincial  income  tax  rebate  in  1990,  which  increased  the 
electricity  bills  of  the  investor-owned  utilities  by  approximately  5  per  cent  and  those 
of  the  municipally  owned  utilities  by  approximately  3.5  per  cent. 

•  The  addition  of  the  7  per  cent  Goods  and  Services  Tax. 

•  The  capping  of  the  federal  income  tax  rebate  by  the  Government  of  Canada. 

The  increases  in  residential  and  commercial  electricity  bills  in  Alberta  in  recent  years 
are  shown  graphically  in  Figures  1.1  and  1.2.  In  Figures  1.3  through  1.6,  electricity  bills 
in  Alberta  are  compared  with  bills  in  other  parts  of  Canada.  Alberta  electricity  bills 
compare  favourably  in  all  customer  categories.  Figure  1.6  shows  that  one  of  Alberta's 
competitive  advantages  is  supplying  electricity  to  large  industrial  customers,  since  Alberta 
rates  tend  to  be  among  the  least  expensive  in  the  country.^ 

It  is  likely  that  Alberta  rates  will  continue  to  compare  favourably  to  rates  outside  the 
province.  TransAlta  and  Alberta  Power  forecasts  indicate  that  rates  in  Alberta  will,  on 
average,  decrease  by  0.8  per  cent  per  year  in  real  terms  to  the  year  2000.^ 

The  effects  of  the  EEMA  process  on  the  monthly  residential  electricity  bills  of  the  major 
utihties  in  Alberta  are  shown  in  Figure  1.7,  which  compares  residential  bills  1  month 
prior  to  the  introduction  of  EEMA  with  residential  bills  almost  10  years  later.  Of  the 
three  major  utilities,  TransAlta's  residential  bills  have  increased  the  most  while  Alberta 
Power's  have  increased  the  least. 


Edmonton  Power  scheduled  annual  increases  in  the  late  1980s,  even  when  its  overall  costs  did 
not  increase,  in  order  to  achieve  rate  stability  when  the  first  Genesee  unit  was  included  in  rate 
base.  This  allowed  Edmonton  to  schedule  lower  increases  than  the  investor-owned  utilities  in 
recent  years. 

^   This  comparison  is  only  based  on  published  rates.  Some  provinces  offer  incentive  rates  which 
are  not  published. 

^   Source:  Alberta  Power's  and  TransAlta's  Long  Term  EEMA  Forecasts,  which  was  presented  to  the 
EEMA  Review  Panel. 
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Figure  1.1 
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Figure  1.3 
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Figure  1.4 
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Figure  1.5 
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Figure  1.6 
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Figure  1.7 
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1.2  APPOINTMENT  OF  THE  REVIEW  PANEL 


Increasing  concerns  have  been  expressed  about  EEMA,  particularly  about  whether  the 
process  is  working  in  the  best  overall  interests  of  Albertans.  In  response,  the 
Honourable  Rick  Orman,  Minister  of  Energy,  met  with  municipal  leaders,  senior  officials 
of  Alberta's  utility  companies  and  other  interested  parties  to  obtain  their  views  on 
EEMA,  the  need  for  a  review  and  the  terms  of  reference  for  such  a  review. 
Subsequently,  Cabinet  authorized  the  review.  On  March  2, 1992,  the  Minister  of  Energy 
announced  that  a  seven  member  Review  Panel  would  be  formed  to  conduct  the  Review. 
Members  of  the  Review  Panel  were: 


Dr.  G.W.  Govier,  O.C.,  P.Eng  Calgary 


Mr.  L.K  Haney 
Mr.  W.B.  Lockhart 
Mr.  F.  Lovsin 
Mr.  C.N.  Lund,  P.Eng 

Dr.  R.L.  Mansell 

Mr.  L.G.  Young 


Picture  Butte 
Youngstown  area 
Peace  River 
Edmonton 

Calgary 

Edmonton 


Former  Chairman,  ERCB; 
former  Dean  of  Engineering, 
University  of  Alberta 

Farmer 

Rancher 

Businessman 

Former  Senior  Vice-President 
of  Syncrude  Canada  Limited 

Professor  of  Economics, 
University  of  Calgary 

Executive  Director  of 
Edmonton  Space  and  Science 
Centre;  former  MLA  and 
cabinet  minister 


1.3  TERMS  OF  REFERENCE  OF  REVIEW  PANEL 


The  Panel  was  requested  to  conduct  a  public  review  of  EEMA  and  its  related  poHcies 
and  processes,  and  to  determine  the  following: 

•  Are  the  original  objectives  established  for  EEMA  still  vahd  for  Alberta  in  the  1990s? 

•  If  the  original  objectives  are  still  valid,  is  the  current  implementation  of  EEMA  the 
most  effective  and  fair  way  to  achieve  EEMA's  objectives? 
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•    If  the  original  objectives  and/or  implementation  are  not  valid,  what  are  the 
alternatives  to  EEMA? 

The  Panel  invited  registrations  and  written  submissions  from  interested  Alberta 
organizations  and  individuals.  Almost  900  registrations  to  participate  in  the  EEMA 
Review  were  addressed  to  the  Panel;  these  are  listed  in  Appendix  1.  Of  these 
registrants,  over  550  made  written  submissions.  Public  hearings  were  held  in  the  cities 
of  Lethbridge,  Grande  Prairie,  Edmonton,  Fort  McMurray  and  Calgary  during  the 
months  of  May  and  June  1992.  The  hearings  were  of  an  informal  nature  ~  no  transcripts 
were  taken  and  the  Panel  was  not  served  by  legal  counsel.  The  Panel  was  assisted  by 
staff  from  the  Department  of  Energy. 
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2.  THE  ORIGINAL  OBJECTIVES  OF  EEMA  AND  TEffilRSUITABII^ 
1990S. 

At  the  time  of  the  introduction  of  the  bill  to  establish  the  Electric  Energy  Marketing 
Agency,  five  key  goals  for  the  new  Agency  were  outlined  in  a  news  release:"* 

•  To  establish  a  fair  and  equal  wholesale  electric  power  rate  for  Albertans. 

•  To  assure  the  most  efficient  use  of  power  sources  throughout  Alberta. 

•  To  reduce  the  rate  of  increase  to  Alberta  consumers  in  their  electric  energy  costs. 

•  To  allow  the  purchase  of  power  from  outside  Alberta. 

•  To  allow  the  continued  operation  of  utilities  in  the  most  efficient  manner. 

The  new  agency  was  also  expected  to  "...contribute  to  the  Government's  objective  of 
balanced  economic  growth..."  and  "...require  minimal  administration...". 

2.1  VIEWS  OF  THOSE  MAKING  SUBMISSIONS 
2.1.1  ALBERTA  POWER  SERVICE  AREA 
Alberta  Power 

Alberta  Power  submitted  that  EEMA  was  established  to  create  a  "fair  and  equal 
wholesale  rate"  for  all  customers  across  the  province.  Customers  pay  the  same  wholesale 
cost  for  generation  and  transmission,  which  accounts  for  about  80  per  cent  of  total 
electricity  costs.  As  a  result.  Alberta  Power  contended,  geographic  location  is  not  the 
primary  factor  in  determining  the  electricity  costs  paid  by  customers.  Accordingly,  new 
industries  should  find  all  parts  of  the  province  equally  attractive  for  new  locations  as  far 
as  electricity  costs  are  concerned. 

Alberta  Power  stated  that  EEMA's  focus  is  on  wholesale  cost,  not  retail  rates.  It 
pointed  out  that  since  distribution  costs  are  not  included  in  the  cost-averaging  process, 
EEMA's  wholesale  cost  means  final  electricity  bills  to  customers  of  different  utilities  will 
be  much  closer,  but  need  not  be  identical. 

Alberta  Power  also  stated  that  the  EEMA  concept  reflects  the  basis  on  which  the 
generation  and  transmission  facilities  are  planned  and  operated  -  a  focus  on  total 
Alberta  requirements.  It  attempts  to  deliver  the  benefits  of  one-system  planning  and 
operation,  while  retaining  the  benefits  of  providing  service  to  customers  through  a  variety 
of  independent  utilities. 


News  release  on  the  Government  of  Alberta's  proposed  Electric  Energy  Marketing  Agency, 
November  16,  1981. 


19 


Alberta  Power  indicated  that  when  EEMA  was  established,  some  of  its  customers  were 
paying  rates  up  to  50  per  cent  higher  than  those  paid  by  similar  TransAlta  customers. 
It  maintained  that  there  is  still  a  need  for  EEMA  since  its  customers  would  have  to  pay 
electricity  rates  that  would  be,  on  average,  approximately  one-third  higher  than  current 
rates  if  costs  were  not  pooled.  It  explained  that  in  many  areas  of  the  province,  service 
area  boundaries  separating  utilities  are  road  allowances.  Therefore,  without  EEMA, 
electricity  rates  for  a  farmer  on  one  side  of  the  road  could  be  40  per  cent  higher  than 
for  his  neighbour  on  the  other  side  of  the  road. 

Cities  and  Towns 

A  number  of  cities  and  towns  in  Alberta  Power's  service  area,  including  the  City  of 
Grande  Prairie  and  the  Town  of  Spirit  River,  stated  that  the  original  objectives  will 
continue  to  be  valid  through  the  1990s. 

The  City  of  Fort  McMurray  submitted  that  EEMA  was  established  with  the  objective  of 
providing  basic,  common  wholesale  electricity  rates  for  all  of  Alberta.  It  stated  that  one 
of  the  major  intents  of  this  objective  was  to  encourage  major  resource  development  in 
northern  Alberta.  It  contended  that  during  the  last  10  years  this  objective  has  been 
accomplished. 

Industrial  Enterprises 

The  majority  of  the  submissions  from  industrial  enterprises  in  Alberta  Power's  service 
area  stated  that  the  original  objectives  of  EEMA  were  suitable  for  the  1990s. 

Canadian  Forest  Products  Limited  (Canfor)  argued  that  the  original  policy  objectives  for 
EEMA  have  been  met,  especially  in  reducing  the  wide  disparity  between  electricity  rates, 
providing  benefits  to  all  Albertans  from  electricity  export,  and  stimulating  balanced 
growth.  It  contended  that  the  original  need  is  still  valid  for  the  future. 

Both  Daishowa  Canada  Company  Limited  and  Procter  &  Gamble  Cellulose  stated  that 
upon  reviewing  the  intended  purpose  of  the  Act,  each  concluded  that  the  two  main  goals 
are  to  reduce  regional  rate  disparities  and  provide  for  a  relatively  open  market  for  the 
distribution  of  electric  energy  in  Alberta. 

Suncor  Incorporated  submitted  that  EEMA's  sole  objective  has  been  to  reduce  regional 
rate  disparities  ~  in  effect,  to  treat  the  whole  province  as  having  equal  rights  to  essential 
services.  It  stated  that  abolishing  EEMA  would  disregard  the  general  belief  that  equally 
affordable  energy  should  be  available  to  customers  throughout  the  province. 
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Others 


Most  of  the  individuals  and  associations  in  Alberta  Power's  service  area  suggested  that 
fairness  dictates  that  rate  disparities  be  eliminated  so  that  all  Albertans,  regardless  of 
location,  are  treated  equally.  They  also  argued  that  this  is  important  because  it  provides 
a  "level  playing  field"  regarding  the  attraction  of  industry,  and  that  because  all  Albertans 
share  the  benefits  of  development  in  Alberta  Power's  service  area,  all  residents  should 
share  in  the  cost  of  equalization.  Further,  it  was  stressed  that  any  major  increase  in  their 
electricity  costs,  such  as  that  which  would  occur  with  the  elimination  of  EEMA,  would 
seriously  threaten  the  viability  of  the  local  economies.  They  claimed  that  higher  input 
costs  for  already  fragile  industries,  like  farming,  would  result  and  higher  local  taxes 
would  be  required  to  cover  the  increased  operating  costs  for  local  infrastructure. 

A  number  of  submissions  argued  that  the  objectives  of  EEMA  should  address  the  rural- 
urban  disparities  in  retail  electricity  rates  that  still  exist.  It  was  suggested  that  the  costs 
of  distribution  facilities  should  be  included  in  the  EEMA  pooling  process  in  order  to 
ensure  equalized  retail  electricity  rates. 

The  Drumheller  and  District  Chamber  of  Commerce  submitted  that  the  principle  in 
creating  EEMA  was  the  same  as  that  which  governs  the  provision  of  education,  health 
care,  highways  and  similar  publicly  required  services  throughout  Canada.  It  stated  that 
the  principle  continues  to  apply  and  is  critical  in  allowing  many  Albertans  to  function 
competitively  in  the  economic  conununity. 

The  Fort  Chipewyan  Advisory  Council  (Improvement  District  No.  18  North)  stated  that 
the  original  need  for  EEMA  still  exists  and  will  continue  to  exist  as  long  as  there  is 
economic  development  and  increased  power  demands  in  northern  Alberta. 

The  Northern  Alberta  Development  Council  (NADC)  contended  that  the  primary 
objective  of  reducing  rate  disparities  across  Alberta  is  still  vital  to  the  north.  The 
secondary  objectives  of  assuring  the  most  efficient  use  of  power  sources,  reducing  the 
rate  of  increase  to  Alberta  consumers  in  electric  energy  costs,  allowing  for  the  province- 
wide  import  and  export  of  power,  and  permitting  the  continued  operation  of  utilities,  are 
still  considered  relevant  for  the  1990s. 

The  Regional  Tourism  and  Trade  Society  of  Falher  argued  that  all  but  one  of  the 
original  policy  objectives  (that  concerning  financing  for  the  Slave  and  Dunvegan  hydro 
projects)  remain  valid. 
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2.1.2  EDMONTON  POWER  SERVICE  AREA 


City  of  Edmonton 

The  City  of  Edmonton  (this  includes  Edmonton  Power's  submission)  submitted  that  the 
primary  purpose  of  EEMA  is  to  establish  "fair  and  equal  wholesale  rates"  and  that 
EEMA  affects  more  than  just  electricity  bills  ~  it  supports  balanced  economic 
development  and  accommodates  the  existing  electric  industry  structure  in  a  fair  and 
effective  manner.  It  stated  that  EEMA  was  designed  to  retain  the  competitive  aspects 
of  the  regulated  utility  industry  while  minimizing  interference  in  utility  operations. 
According  to  the  City  of  Edmonton,  the  benefits  of  Alberta's  unique  industry  structure 
have  been  retained,  while  allowing  Alberta  consumers  to  enjoy  the  benefits  of  fairness 
and  province-wide  wholesale  rate  equality,  a  result  which  would  have  otherwise  required 
government  ownership  or  one  privately  owned  monopoly. 

The  City  of  Edmonton  submitted  that  EEMA's  importance  continues  to  increase  since 
utility  cost  disparities  will  continue  to  widen  through  the  1990s.  A  significant  portion  of 
the  province's  load  growth  is  forecast  to  occur  in  Alberta  Power's  service  area, 
particularly  in  the  northwestern  comer  of  the  province  due  to  petroleum  2md  forest 
product  activity.  It  stated  that  resource-based  load  growth  in  the  north  can  stimulate  the 
development  of  service  industries  in  the  south,  benefiting  all  Albertans  and  that  all 
Albertans  would  lose  if  northern  Alberta's  power  rates  were  to  form  an  economic  barrier 
to  development. 

Others 

There  were  no  other  submissions  from  Edmonton  Power's  service  area  which 
conmiented  on  the  objectives. 


2.13  TRANSALTA  SERVICE  AREA 
UtUities 

TransAlta  stated  that  the  primary  objective  of  EEMA  was  to  reduce  differences  in 
electricity  rates.  It  was  not,  as  is  often  claimed,  to  equalize  wholesale  rates  in  the 
province  through  the  pooling  of  generation  and  transmission  costs.  According  to 
TransAlta,  the  equalization  of  wholesale  rates  was  intended  to  be  the  means  for  reducing 
final  consumer  rate  disparities  and  not  an  end  in  itself. 

TransAlta  explained  that  Alberta  is  in  transition  from  the  high-growth,  resource-driven 
development  of  the  1970s  and  1980s  to  the  lower  growth,  diversified  and  highly 
competitive  1990s.  It  contended  that  with  the  U.S.  free  trade  agreement  and  the 
increased  globalization  of  world  trade.  Alberta's  industries  will  succeed  only  if  they  are 
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competitive  internationally.  To  help  overcome  transportation  cost  disadvantages,  Alberta 
firms  must  have  lower  input  costs.  TransAlta  claimed  that  the  contribution  that  lower- 
cost  electricity  makes  to  Alberta's  competitiveness  has  been  undermined  by  EEMA. 

TransAlta  submitted  that  Alberta's  electric  industry  is  also  changing  in  response  to  lower 
expectations  for  demand  growth,  smaller  incremental  capacity  additions,  and  changes  in 
the  technology  and  economics  of  electricity  supply. 

TransAlta  submitted  that  changes  to  EEMA's  objectives  are  required.  For  the  1990s, 
the  objective  should  be  to  achieve  an  orderly  and  effective  transition  to  a  situation  where 
electricity  rates  provide  price  signals  that  reflect  the  underlying  economics  of  electricity 
supply. 

The  City  of  Calgary  submitted  that  the  original  purpose  of  EEMA  was  to  remove 
economic  location  disadvantages  by  reducing  electricity  rate  disparities  across  the 
province.  The  objective  was  to  be  accomplished  within  the  context  of  the  existing 
multiple  ownership  framework.  It  stated  that  the  method  selected  to  reduce  rate 
disparities  was  the  averaging  of  wholesale  costs  which  make  up  80  per  cent  of  total  cost, 
a  mechanism  seen  to  be  a  proxy  for  a  single  utility  serving  the  entire  province.  It  stated 
that  such  an  approach  was  considered  preferable  to  a  tax  or  a  direct  subsidy  from 
provincial  general  revenue  funds.  The  City  of  Calgary  considered  it  important  to  note 
that  while  EEMA  was  designed  to  create  a  conmion  wholesale  cost,  it  was  recognized 
that  retail  rates  for  consumers  would  differ  because  of  the  different  local  conditions 
experienced  by  the  utilities,  as  well  as  the  different  management  policies  on  distribution. 

The  City  of  Calgary  submitted  that  EEMA  should  have  a  revised  mandate,  which  should 
be  to  reduce  electricity  rate  disadvantages  due  to  location.  It  proposed  a  set  of 
principles  to  promote  the  achievement  of  the  new  mandate:  fairness  to  all  stakeholders; 
cost  levelling  which  is  responsive  to  the  economy  and  the  industry;  that  costs  imposed 
by  the  revised  program  should  allow  Alberta's  industries  to  be  competitive  locally  and 
internationally;  and  the  revised  program  should  promote  efficiency  and  accountability 
of  individual  utilities  to  their  own  customers. 

The  City  of  Lethbridge  submitted  that  the  original  policy  objectives  of  EEMA  were  as 
follows: 

•  To  reduce  the  wide  disparity  in  electricity  rates. 

•  To  provide  a  positive  stimulus  for  balanced  growth  across  the  province,  to  the  extent 
electricity  costs  affect  such  growth. 

•  To  provide  a  mechanism  for  financing  large,  coal-fired  generating  plants  and  the 
Slave  and  Dunvegan  hydro  projects. 

•  To  provide  a  mechanism  to  ensure  that  all  Alberta  consumers  benefit  from  the  sale 
or  purchase  of  electricity  outside  the  province. 
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The  City  of  Lethbridge  also  submitted  that  there  were  three  additional  policy  objectives 
achieved  through  EEMA:  continuing  the  roles  of  the  PUB  and  ERCB  in  regulating 
Alberta's  electric  industry;  maintaining  a  mix  of  investor-owned  and  municipally  owned 
electric  utilities;  and,  maintaining  the  local  autonomy  of  municipalities  in  setting 
electricity  rates  for  their  consumers. 

The  City  of  Lethbridge  submitted  that  the  concept  of  reducing  rate  disparities  by  moving 
toward  more  uniform  wholesale  rates  conflicts  with  the  principle  of  cost  causation 
inherent  in  PUB  rate  setting.  It  stated  that  encouraging  economic  growth  in  northern 
regions  should  be  done  through  taxation  and  government  programs  rather  than  being 
disguised  in  power  bills.  It  also  indicated  that  the  other  objectives  of  EEMA,  including 
reducing  rate  disparities,  encouraging  otherwise  uneconomic  growth  in  the  north,  and 
providing  financing  to  large  projects,  are  not  needed  and  should  be  abandoned. 

The  City  of  Red  Deer  submitted  that  various  parties  have  placed  their  own 
interpretation  on  the  original  objectives  of  EEMA  to  the  degree  that  the  original 
objectives  have,  in  many  instances,  been  obscured. 

The  City  of  Red  Deer  submitted  that  it  has  not  observed  any  change  between  the  1990s 
and  the  1980s  in  the  EEMA  objective  of  reducing  rate  disparities.  It  could  not  comment 
on  whether  the  objective  concerning  balanced  provincial  economic  growth  is  still  valid 
for  the  1990s,  since  it  has  not  been  demonstrated  whether  lower  rates  in  the  north  have 
more  than  offset  negative  cost-competitive  impacts  of  higher  rates  in  the  south.  It 
considered  that  there  should  be  a  continuation  of  the  equitable  sharing  of  the  costs  and 
benefits  associated  with  imports  and  exports,  and  that  this  concept  should  be  recognized 
in  the  enabling  legislation. 

Cities  and  Towns 

The  majority  of  the  cities  and  towns  in  the  TransAlta  service  area  argued  that  EEMA 
has  exceeded  its  original  objective,  to  reduce  rate  disparities,  by  effectively  reversing  rate 
disparities  in  some  cases.  It  was  submitted  that  many  customers  in  the  other  service 
areas  enjoy  lower  rates  than  customers  of  TransAlta. 

The  City  of  Fort  Saskatchewan  contended  that,  of  the  original  policy  objectives,  only  the 
objective  of  reducing  regional  rate  disparity  is  still  relevant. 

The  City  of  Wetaskiwin  submitted  that  the  objective  of  reducing  rate  disparities  has  only 
been  partially  met  because  equalization  has  not  occurred  between  the  cities  of 
Edmonton  and  Calgary  and  their  surrounding  rural  areas. 

The  Town  of  Beaumont  questioned  the  objective  of  equalizing  electricity  costs  when  the 
rates  for  other  utility  services  differ  substantially. 
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Industrial  Enterprises 


The  Alberta  Newsprint  Company  (ANC)  submitted  that  the  only  original  objective  with 
merit  is  reducing  rate  disparities.  ANC  argued  that  EEMA  is  unnecessary  to  assist  in 
the  finsmcing  of  very  large  projects  such  as  the  Slave  River  project  or  to  facilitate 
imports  and  exports  of  electricity. 

Others 

Most  of  the  individuals  and  associations  in  TransAlta's  service  area  felt  that  some  degree 
of  rate  equalization  is  appropriate  but  that  the  cost  of  achieving  this  should  be  more 
widely  distributed.  They  generally  argued  that  the  substantial  increase  in  their  rates  in 
order  to  lower  the  rates  in  other  areas  was  excessive  and  was  harming  the  viability  of 
industry  in  their  area.  Many  suggested  that  any  gains  in  economic  activity  in  the 
northern  regions  were  being  offset  by  the  loss  of  national  or  international 
competitiveness  of  industries  in  TransAlta's  service  area.  They  also  drew  attention  to 
the  fact  that  the  rates  for  other  utility  services  and  input  costs  were  not  equalized. 

It  was  suggested  in  several  submissions  that  the  objective  of  EEMA  should  be  to 
equalize  retail  electricity  rates  to  ensure  there  are  no  rate  disparities. 

The  Bow  River  Irrigation  District  submitted  that  when  EEMA  was  implemented  in  1982, 
it  appeared  to  be  simple,  straightforward  and  supportable.  It  stated  that  current  results 
indicate  that  either  the  design  or  the  implementation  of  EEMA  was  faulty. 

The  Canada  West  Ski  Areas  Association  submitted  that  with  the  elimination  of  the 
shielding  program  which  was  set  up  to  reduce  the  impact  of  EEMA,  and  with  the 
changing  global  situation,  EEMA  cannot  be  equitable  among  all  power  users  across  the 
province.  It  stated  that  since  the  original  objectives  were  established,  small  natural  gas 
combustion  turbines  have  become  a  more  important  supply  source  relative  to  large  coal- 
fired  plants,  and  pooling  through  EEMA  is  not  as  important  for  the  smaller  plants. 

2.1.4  PROVINCE  WIDE 

The  Alberta  Cogenerators  Council  (ACC)  submitted  that  EEMA  has  two  purposes  ~  to 
reduce  rate  disparities  and  to  provide  an  open  market  for  electric  energy. 

Alberta  Energy  Company  Limited  (AEC)  submitted  that  the  objective  of  equalizing 
wholesale  electricity  rates  should  be  retained. 

The  Alberta  Federation  of  REAs  Limited  summarized  the  major  original  policy 
objectives  of  EEMA  as  the  reduction  of  rate  disparities,  the  reduction  of  unbalanced 
growth,  providing  a  mechanism  for  the  provincial  government  to  assist  in  financing  large 
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generating  plants  forecast  as  needed  on  the  system,  and  providing  a  mechanism  for  the 
benefits  from  interprovincial  power  sales  to  be  shared  by  all  consumers.  The  Federation 
of  REAs  stated  that  the  original  objectives  are  still  important  and  valid,  and  will 
continue  to  be  so  in  the  foreseeable  future. 

Amoco  Canada  Petroleum  Company  Limited  submitted  that  the  original  objectives  are 
outdated  considering  the  competitive  environment  of  the  1990s.  The  company  also 
stated  that  the  reduction  of  rate  disparity  should  not  be  pursued  at  the  expense  of 
increased  electricity  rates,  nor  at  the  expense  of  reduced  utility  efficiency,  productivity 
or  accountability.  Support  for  the  Industrial  Power  Consumers  Association  of  Alberta's 
(IPCAA)  position  was  expressed. 

The  County  of  Camrose  No.  22,  which  is  located  in  the  service  areas  of  both  TransAlta 
and  Alberta  Power,  stated  that  while  the  design  of  EEMA  may  be  flawed,  the  original 
intent  to  encourage  balanced  development  in  the  province  still  appears  to  be  a  valid 
objective. 

Imperial  Oil  Limited  expressed  concern  about  the  inefficiencies  that  result  from  the 
primary  objective  of  reducing  rate  disparities  which  may  ultimately  lead  to  higher  overall 
costs.  Support  for  IPCAA's  position  was  expressed. 

IPCAA  stated  that  "reduction  of  rate  disparity"  was,  and  still  is,  the  only  real  purpose  of 
EEMA.  It  pointed  to  the  EEMA's  Annual  Report  of  1990/91  which  commented  on 
EEMA's  mandate:  "Since  its  establishment  in  1982,  the  Agency's  sole  objective  has  been 
to  reduce  regional  electricity  rate  disparities  by  equalizing  generation  and  transmission 
(upstream)  costs  province-wide." 

IPCAA  submitted  that  the  only  original  objective  that  still  appears  to  be  supportive  of 
policy  goals  is  the  reduction  of  rate  disparities  among  similar  customers.  It  found  that 
the  other  objectives  are  either  outdated,  inappropriate  or  result  in  perverse  and 
undesirable  incentives  which  should  be  eliminated.  It  stated  that  even  the  objective  of 
reducing  rate  disparities  needs  to  be  revisited  in  the  context  of  fairness  to  all  customers. 
IPCAA  also  suggested  that  EEMA  will  only  be  required  to  ensure  that  historical  rate 
disparities  are  minimized  since  the  marginal  cost  of  future  generation  and  transmission 
facilities  will  be  similar  for  all  the  utilities. 

Slave  Lake  Development  Limited  submitted  that  the  need  for  EEMA  still  exists  and  the 
original  policy  objectives  should  be  ongoing. 

Unifarm  stated  that  there  is  no  need  for  significant  changes  in  EEMA's  objectives  for 
the  1990s. 
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2.2     VIEWS  OF  THE  PANEL 


Original  Objectives 

It  is  clear  that  EEMA  was  implemented  to  "establish  fair  and  equal  wholesale  power 
rates  for  Albertans."  However,  there  appears  to  be  some  uncertainty  as  to  whether  this 
was  the  primary  objective  or  simply  the  means  of  reducing  retail  power  disparities  by 
some  targeted  amount. 

A  review  of  the  historical  record  suggests  that  the  primary  objective  of  EEMA  was  to 
reduce  the  substantial  electricity  rate  disparities  that  existed  across  utility  service  areas 
in  Alberta.  At  that  time  it  was  determined  that  in  the  Alberta  Power  and  TransAlta 
service  areas,  80  per  cent  of  these  disparities  were,  on  average,  due  to  generation  and 
transmission  costs.  Therefore,  it  was  assumed  that  equalizing  wholesale  costs  would 
reduce  retail  rate  disparities  on  average  by  about  80  per  cent.  The  analysis  referred  to 
did  not  establish  the  expected  percentage  changes  by  rate  class  or  the  expected  changes 
if  Edmonton  Power  were  also  included  in  the  EEMA  process.  Consequently,  it  would 
not  have  been  reasonable  to  conclude  at  the  time  that  EEMA  would  reduce  all  inter- 
utility  rate  differences  by  80  per  cent. 

The  Panel  concludes  that  the  primary  objective  of  EEMA  was  to  reduce  retail  rate 
disparities  to  whatever  extent  would  be  achieved  through  the  equalization  of  wholesale 
electricity  costs. 

While  there  were  a  few  disagreements  among  the  parties  regarding  the  key  secondary 
objectives  of  EEMA  as  identified  in  the  government  news  release,  the  Panel  believes 
that  the  meaning  of  these  objectives  was  fairly  clear. 

Other  objectives  of  the  program  referred  to  in  various  documents  and  speeches  were: 

•  To  provide  the  lowest  possible  cost  electric  energy  for  the  population  of  Alberta  as 
a  whole. 

•  To  ensure  that  the  benefits  from  the  export  of  any  surplus  power  would  be  shared 
by  all  Albertans. 

•  To  encourage  the  policy  of  balanced  economic  growth. 

•  To  distribute  equally  the  costs  of  production  and  transmission  or  the  costs  of  new 
supplies  such  as  those  associated  with  the  Slave  River  Hydro  project. 

•  To  help  resolve  consumer  concerns  and  the  concerns  of  rural  electrification 
association  cooperatives. 

•  To  temporarily  reduce  energy  rates  to  one-third  of  Alberta  customers. 

•  To  minimize  government  interference  and  burdens  on  taxpayers. 
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The  Panel  notes  that  EEMA  was  also  intended  to  leave  the  autonomy  of  the  municipal 
electric  utilities  intact. 

These  other  objectives  were  not  seriously  questioned  by  those  making  submissions  and 
the  Panel  sees  no  ambiguities  in  them.  The  Panel  notes  that  the  Slave  River  Hydro 
Project  is  no  longer  under  consideration. 

Suitability  Of  The  Objectives  For  The  1990s 

Reducing  Rate  Disparities:  The  Panel  agrees  with  those  parties  who  argued  that  the 
primary  original  objective  of  reducing  rate  disparities  remains  suitable  for  the  1990s,  but 
that  some  modifications  to  the  program  are  warranted. 

The  Panel  does  not  agree  with  those  who  suggested  that  the  objective  be  changed  to  the 
equalization  of  retail  rates.  Such  an  objective  would  conflict  with  the  autonomy  of 
municipal  utilities  involved  in  the  distribution  of  electricity  and  would,  in  any  case,  be 
impractical.  The  substantial  variations  in  retail  rate  design^  and  contribution  policies^ 
alone  make  it  extremely  difficult  to  quantify  accurately  the  retail  rate  differences  across 
service  areas.  Other  complications  would  arise  because  of  the  number  of  municipal 
utilities,  the  need  to  take  into  account  the  special  conditions  and  requirements  in  each 
local  market  area,  and  the  negative  effects  on  accountability  and  efficiency. 

Nor  does  the  Panel  agree  with  those  who  argued  that  the  objective  of  reducing  rate 
disparities  across  the  service  areas  is  inappropriate.  Disparities  of  the  magnitude  which 
existed  prior  to  the  introduction  of  EEMA  would,  in  the  view  of  the  Panel,  be 
unacceptable  using  any  reasonable  fairness  criterion. 

Increasing  Efficiency  and  Reducing  Electricity  Costs  (this  encompasses  several  of  the 
secondary  objectives  related  to  efficiency  and  economy):  It  is  the  view  of  the  Panel  that 
efficiency  and  cost  competitiveness  will  be  increasingly  important  in  the  future. 
Electricity  represents  a  significant  input  cost  for  some  industries,  especially  those  related 
to  primary  production  and  processing,  which  must  be  competitive  in  terms  of  national 
and  international  markets.  The  relatively  low  cost  of  generating  electricity  in  the 
province  should  represent  an  important  advantage  necessary  to  offset  the  province's 
locational  disadvantage. 

Expenditures  on  electricity  are  an  essential  part  of  the  budget  for  households  and 
businesses.  Consequently,  any  efficiency  gains  and  the  resulting  declines  in  the  real  cost 


Retail  rate  design  consists  of  a  number  of  factors  including  revenue/cost  ratios,  customer  mix  and 
customer  characteristics.  These  factors  are  described  in  greater  detail  in  Historical  Comparison 
of  Retail  Electricity  Bills  in  Alberta  which  was  prepared  by  the  Electricity  Retail  Bill  Comparisons 
Technical  Committee. 

Each  utility  has  its  own  "investment  policy"  which  sets  the  amount  that  the  utility  will  contribute 
towards  the  cost  of  connecting  new  customers  to  its  distribution  system.  The  lower  the 
investment  contribution  towards  the  cost  of  connection,  the  lower  the  utility's  distribution  costs. 
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of  electricity  can  be  an  important  source  of  increases  in  general  economic  welfare.  The 
Panel  believes  that  the  EEMA  program  can  have  both  positive  and  negative  effects  on 
the  efficiency  and  economy  of  the  AIS.  Nonetheless,  the  objective  of  supporting  efforts 
in  this  direction  is  suitable  for  the  future. 

Sharing  the  Costs  and  Benefits  Associated  with  New  Facilities,  Imports  and  Exports  (a 
number  of  the  secondary  objectives  relate  to  the  sharing  of  costs  and  benefits):  It  is  the 
view  of  the  Panel  that  the  growth  rate  for  electricity  demand  in  Alberta  during  the  1990s 
will  be  well  below  that  experienced  in  the  previous  two  decades.  Figure  2.1  illustrates 
the  actual  growth  in  peak  demand  from  1970  to  1991  and  the  forecast  growth  to  the  year 
2000.  The  average  annual  growth  rate  in  peak  demand  since  1970  was  5.9  per  cent  and 
is  expected  to  be  between  1.9  and  3.5  per  cent  over  the  remainder  of  the  1990s.  Based 
on  the  current  demand  forecasts  used  in  utility  planning,  it  would  appear  that  with  the 
completion  of  all  currently  approved  generation  facilities,  there  is  likely  to  be  excess 
generating  capacity  in  Alberta  through  most  of  the  1990s. 

Further,  it  would  appear  that  technological  and  economic  changes  will  have  a  significant 
impact  on  the  nature  of  any  farther  capacity  additions.  The  anticipated  changes  include: 
the  greater  potential  for  natural  gas-fuelled  generation  based  on  improved  technology, 
attractive  natural  gas  prices  and  availability;  the  increased  ability  and  incentives  to  add 
generation  capacity  in  smaller  increments  and  at  non-centralized  locations;  heightened 
environmental  concerns;  and  the  greater  potential  for  competitive  procurement  and 
non-utility  generation. 

Based  on  these  considerations,  the  Panel  believes  that  cost  averaging  under  EEMA  will 
continue  to  be  appropriate  for  the  large  generating  units  that  currently  exist  or  are  under 
construction.  However,  province-wide  cost  averaging  will  not  be  necessary  for  the 
purpose  of  accommodating  the  types  of  future  capacity  additions  required  to  meet  the 
province's  electricity  requirements.  Given  the  modest  size  of  expected  capacity 
additions,  sharp  rate  increases  are  not  likely  to  be  a  problem  for  the  AIS  or  any 
individual  utility. 
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Other  potential  changes  include  the  growing  importance  of  electricity  transactions  with 
other  jurisdictions  (especially  with  British  Columbia  and  the  northwestern  United  States), 
and  the  development  of  generating  units  dedicated  to  electricity  exports.  These  clearly 
involve  issues  which  go  beyond  the  future  role  and  operation  of  EEMA.  The  Panel 
believes,  however,  that  EEMA  may  be  desirable  to  ensure  that  the  benefits  from 
electricity  exports  are  shared  in  a  fair  manner  by  Albertans. 

Other  Objectives:  The  Panel  believes  the  objective  of  contributing  to  the  policy  of 
balanced  economic  growth  across  the  province  remains  valid  and  important  for  the 
1990s.  It  also  agrees  that  the  benefits  of  economic  growth  and  development  in  all  2ireas 
of  Alberta  are  widely  distributed  and  shared  throughout  the  province.  However,  it  is  the 
Panel's  view  that  conceptually  such  an  objective  would  be  better  served  by  explicit 
government  transfers  through  the  tax/expenditure  system  rather  than  through  a  cost 
averaging  process. 

The  Panel  also  believes  that  an  important  objective  for  the  1990s  should  be  to  ensure 
there  is  equivalent  tax  treatment  for  all  elements  of  the  electric  industry.  That  is,  there 
should  be  no  tax  advantage  for  customers  served  by  municipally  owned  rather  than 
investor-owned  utilities. 
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3.  EFFECITVENESS  AND  FAIRNESS  OF  THE 


3.1  VIEWS  OF  THOSE  MAKING  SUBMISSIONS 


3.1.1  ALBERTA  POWER  SERVICE  AREA 
Alberta  Power 

Alberta  Power  took  the  position  that  EEMA  has  been  fair  and  effective.  In  support  of 
this  position.  Alberta  Power  stated  the  following: 

•  EEMA  has  made  electricity  available  for  resource  development  in  Alberta  Power's 
service  area  at  prices  similar  to  those  in  other  parts  of  the  province.  Since  1982, 
virtually  all  major  load  additions  in  Alberta  Power's  service  area  have  been  resource- 
related.  Nearly  60  per  cent  of  Alberta's  oil  production  and  40  per  cent  of  its  gas 
production  come  from  Alberta  Power's  service  area.  Alberta  Power's  service  area 
accounts  for  100  per  cent  of  the  province's  growing  synthetic  crude  oil  and  crude 
bitumen  production  and  a  steadily  growing  share  of  heavy  oil  production. 

•  The  development  of  the  north  benefits  all  Albertans  through  royalty  revenue, 
corporate  head  offices,  engineering  and  professional  jobs,  service  industry  contracts, 
corporate  returns  for  re-investment  and  other  economic  activity.  If  the  royalties  paid 
were  applied  only  to  those  areas  where  the  resources  are  located,  it  would  seem 
unfair  to  others  not  in  those  areas.  For  similar  reasons,  the  costs  of  producing  those 
resources  should  not  be  borne  solely  by  the  customers  located  in  those  regions. 

•  Electricity  is  not  merely  essential  for  resource  development;  it  is  basic  to  Alberta's 
economic  development  and  is  directly  related  to  the  growth  in  Gross  Domestic 
Product.  The  cost  of  electricity  is  therefore  an  important  consideration  in  a 
company's  investment  decisions  and  can  affect  the  timing  and  location  of  industrial 
projects. 

•  If  EEMA  did  not  exist,  electricity  rates  in  the  Alberta  Power  service  area  would  be 
significantly  higher,  creating  an  impediment  to  development  in  these  areas.  With 
EEMA  in  place,  electricity  rates  will  remain  similar  in  all  parts  of  the  province 
without  jeopardizing  Alberta's  industrial  competitiveness. 

Cities  and  Towns 

The  majority  of  submissions  received  from  cities  and  towns  in  the  Alberta  Power  service 
area  stated  that  the  EEMA  process  is  fair  for  all  Albertans.  Many  submissions  stated 
that  EEMA  ensures  fair  and  competitive  electricity  bills  throughout  the  province,  and 
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that  the  elimination  or  significant  alteration  of  EEMA  would  impose  an  unfair  burden 
of  cost  on  Alberta  Power  customers.  It  was  widely  felt  that  the  EEMA  process  has  been 
effective  in  reducing  rate  disparities.  Many  submissions  suggested  that  the  availability 
of  electric  service  and  reasonable  rates  have  been  factors  in  attracting  and  keeping 
industry  and  resource  development  in  the  north;  others  expressed  the  view  that  EEMA 
is  effective  in  protecting  farmers.  It  was  also  pointed  out  in  several  submissions  that 
electricity  consumers  do  not  have  a  choice  as  to  which  electric  utility  provides  service  to 
them. 

The  City  of  Fort  McMurray  took  the  position  that  EEMA  has  been  both  effective  and 
fair.  The  following  points  were  offered  in  support  of  its  position: 

•  Over  the  last  10  years,  EEMA  has  made  a  significant  contribution  to  all  of  Alberta 
by  encouraging  major  development  in  the  north. 

•  The  elimination  of  EEMA  would  negatively  affect  Fort  McMurray  because  it  would 
remove  $4.4  million  from  the  purchasing  power  of  residents  and  increase  property 
taxes  by  about  4  per  cent. 

The  City  of  Grande  Prairie  contended  that  the  EEMA  method  of  sharing  electric  energy 
costs  is  fair.  The  method  is  also  effective  since  the  wholesale  cost  of  power  is  virtually 
the  same  in  all  parts  of  the  province.  The  City  suggested  that  any  changes  to  EEMA 
that  increase  electricity  costs  in  its  region  would  impact  Grande  Prairie  in  the  following 
ways: 

•  As  a  direct  user  of  electric  energy,  the  City  would  have  to  pass  on  any  increase  in 
electricity  costs  to  taxpayers.  An  increase  of  33  per  cent  would  amount  to  about 
$400,000  and  would  result  in  an  increase  in  the  municipal  property  tax  of  0.3  per 
cent. 

•  Since  the  city  is  a  regional  centre  serving  a  large  agricultural  community,  any  increase 
in  costs  that  reduce  the  buying  power  of  farmers  and  other  industry  in  the  area  would 
reduce  the  volume  of  retail  sales  and  services  to  the  city. 

The  City  of  Lloydminster  stated  that  EEMA  has  been  effective  and  fair,  and  offered  the 
following  arguments  in  support  of  its  position: 

•  Elimination  of  EEMA  would  result  in  cost  increases  equivalent  to  a  1.1  per  cent 
increase  in  water  rates,  a  10.3  per  cent  increase  in  arena  rates,  a  7.2  per  cent 
increase  in  pool  rates,  and  a  1.6  per  cent  increase  in  general  municipal  taxes. 

•  While  the  City  of  Lloydminster  did  not  say  there  are  no  improvements  that  can  be 
made,  it  did  state  that  EEMA  is  certainly  perceived  as  "effective  and  fair." 

The  Town  of  High  Level  indicated  that  although  the  Alberta  Power  service  area  consists 
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of  only  14  per  cent  of  the  population  of  Alberta,  the  area  produces  30  per  cent  of  the 
province's  Gross  Domestic  Product.  The  Town  estimates  that  $300  million  in  royalties 
have  flowed  from  northern  Alberta  to  the  Provincial  Treasury.  The  reduction  of  rates 
disparities  through  EEMA  is  therefore  a  fair  process. 

The  Town  of  Peace  River  stated  that  EEMA  has  been  effective  in  accomphshing  a 
majority  of  its  original  goals.  EEMA  has  provided  a  level  of  electricity  rates  that  has 
assisted  the  Town  in  attracting  major  resource  development  to  its  region. 

Industrial  Enterprises 

Albright  &  Wilson  Americas  submitted  that  EEMA  is  fair  because  it  averages  generation 
and  transmission  costs  across  the  province  so  that  customers  who  are  located  in  areas 
that  are  more  costly  to  serve  are  not  placed  at  an  economic  disadvantage. 

Anderson  Exploration  Limited  stated  that  TransAlta  customers  should  not  pay  higher 
electricity  rates  than  customers  of  the  utilities  receiving  EEMA  transfer  payments  from 
TransAlta. 

Canfor  submitted  that  the  difficulties  attributable  to  EEMA  are  mainly  due  to  changes 
in  the  electric  industry,  which  are  better  addressed  by  the  Alberta  Department  of 
Energy,  the  electric  utilities  and  the  existing  regulatory  agencies. 

Canadian  Hunter  Exploration  Limited  indicated  that  EEMA  has  been  fair  in  facilitating 
balanced  economic  growth  and  sharing  of  resource  wealth.  Canadian  Hunter 
contributed  $1.5  million  in  1991  in  municipal  taxes  to  the  County  of  Grande  Prairie  and 
surrounding  area.  Economic  spin-offs  of  resource  development  allowed  the  company  to 
employ  300  people  in  Calgary  and  45  people  in  Grande  Prairie.  The  company  suggested 
that  if  EEMA  were  abolished,  the  resultant  30  per  cent  increase  in  its  electricity  rates 
would  have  a  significant  negative  impact  on  its  cash-flow  and  earnings. 

Chem-Security  (Alberta)  Limited  argued  that  EEMA  has  enhanced  the  opportunity  for 
balanced  economic  growth  in  Alberta. 

Husky  Oil  Operations  Limited  argued  that  EEMA  is  the  most  efficient  method  of 
ensuring  development  of  the  lowest  cost  incremental  energy  in  Alberta.  It  also  asserted 
that  EEMA  is  effective  and  fair  for  the  following  reasons: 

•  Costs  are  subject  to  the  scrutiny  and  cross-examination  of  competitor  utility 
companies.  Tliis  system  of  checks  and  balances,  whereby  each  utility  company 
ensures  that  the  others  are  operating  in  an  efficient  manner  and  that  forecasts  are 
realistic,  helps  prevent  over-building  and  unnecessary  increases  in  rate  base. 

•  Costs  of  unnecessary  capital  additions  are  excluded,  as  evidenced  by  the  Genesee  and 
Sheemess  generating  stations,  which  were  built,  but  not  included  in  the  pooling 
process  because  they  were  not  required  at  the  time. 
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Syncrude  Canada  Limited  submitted  that  EEMA  is  fair  and  effective.  The  company 
stated  that  resource  industries  are  the  cornerstone  of  the  Alberta  economy  and  EEMA 
is  a  tool  that  has  helped  to  promote  growth  and  development  in  these  industries  by 
allowing  standard  electricity  costs  to  be  available  anywhere  in  Alberta.  Syncrude 
suggested  that  other  provinces  in  Canada  have  electric  systems  producing  similar  results 
to  those  of  EEMA;  resulting  in  electricity  prices  that  are  essentially  the  same  within  the 
province's  boundaries. 

Others 

Most  of  the  submissions  by  individuals  and  associations  in  Alberta  Power's  service  area 
argued  that  they  have  a  right  to  equalized  electricity  rates,  and  that  it  would  be  unfair 
if  they  had  to  pay  the  higher  rates  that  would  exist  in  the  absence  of  EEMA.  Such  rates 
would  create  economic  hardship  for  many  individuals  and  businesses  in  Alberta  Power's 
area.  Further,  they  argued  that  it  would  reduce  economic  growth  and  development  in 
the  north  to  the  detriment  of  all  Albertans.  The  following  are  additional  points  that 
were  made  in  a  number  of  submissions: 

•  Natural  resources  used  to  generate  electricity  belong  to  all  Albertans. 

•  It  is  unfair  that  Edmonton  Power,  which  receives  EEMA  transfer  payments,  has 
lower  electricity  rates  than  TransAlta. 

•  EEMA  removes  the  need  for  one  provincially  owned  utility  which  would  be  less 
efficient  than  Alberta's  mix  of  investor-owned  and  municipally  owned  utihties. 

•  The  differences  in  end-use  electricity  rates  are  due  to  a  number  of  factors  which  are 
not  related  to  EEMA. 

The  Grocery  People  suggested  that  EEMA  has  been  good  for  the  province  and  has 
made  it  possible  for  retailers  in  northern  Alberta  to  share  in  the  economic  development 
and  prosperity  originally  envisaged  by  EEMA's  creators. 

The  Hutterian  Brethren  of  Verdant  Valley  stated  that  pricing  of  energy  should  remain 
as  it  is  now  to  be  fair  to  all  concerned.  Furthermore,  Alberta  Power  customers  should 
not  have  to  pay  more  for  energy  because  their  supplier  serves  remote  areas. 

Improvement  District  No.  16  suggested  that  EEMA  has  been  effective  because  it  has  put 
the  north  on  an  equal  footing  with  the  south. 

The  Joint  Municipal  Intervention  submitted  that  a  policy  of  both  the  governments  of 
Canada  and  Alberta  exists  to  discourage  the  imposition  of  penalties  for  living  in  rural 
areas  of  the  province  or  long  distances  from  metropoUtan  centres.  The  group  suggested 
that  this  same  sense  of  fairness  was  a  motivating  factor  behind  the  creation  of  EEMA. 
Its  removal,  therefore,  would  precipitate  major  economic  and  social  changes.  For 
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instance,  in  the  absence  of  EEMA,  bills  to  Alberta  Power's  oil  and  gas  customers  would 
increase  by  more  than  37  per  cent  on  average.  Schools  and  hospitals  would  experience 
increases  of  27  per  cent  to  30  per  cent,  creating  a  major  social  impact. 

The  NADC  stated  that  the  EEMA  process  has  the  potential  to  be  fair,  but  it  was 
concerned  that  the  regulatory  environment  may  not  be  operating  as  efficiently  and  fairly 
as  possible.  The  NADC  indicated  that  EEMA  has  been  effective  because  it  has 
contributed  to  the  integrated  management  of  Alberta's  electric  system,  and  has  also 
successfully  addressed  concerns  about  high  electricity  costs  in  the  north. 

The  Silver  Valley  REA  submitted  that  the  privilege  of  providing  electricity  to  Albertans 
does  not  confer  a  right  upon  a  utility  to  establish  rate  advantages  for  its  customers. 

There  were  many  others  who  made  submissions  in  support  of  the  continuation  of 
EEMA. 


3.1.2  EDMONTON  POWER  SERVICE  AREA 
City  of  Edmonton 

The  City  of  Edmonton's  position  was  that  EEMA  operates  effectively  and  fairly.  In 
support  of  this  position,  the  City  of  Edmonton  offered  the  following  arguments: 

•  EEMA  has  been  effective  because  it  has  achieved  its  main  objective  of  "fair  and 
equal"  wholesale  rates. 

•  Among  the  factors  contributing  to  effectiveness  in  the  Alberta  electric  system  is 
competition  and  there  can  be  no  doubt  that  EEMA  increases  competition. 

•  EEMA  has  been  fair  because  it  does  not  disadvantage  utility  owners.  Their  risks, 
returns  and  opportunities  to  propose  new  facilities  remain  virtually  unchanged. 

•  EEMA  has  been  fair  because  every  new  project  proposal  is  made  on  a  level  playing 
field. 

•  EEMA  has  been  fair  because  its  contributors  and  beneficiaries  change.  Since  1982, 
TransAlta  and  Edmonton  Power  have  both  been  contributors  to,  and  beneficiaries, 
of  EEMA. 

Others 

The  Edmonton  Chamber  of  Commerce  submitted  that  many  of  the  decisions  made  by 
the  electric  utilities  and  their  customers  would  not  have  been  made  if  EEMA  was  not 
in  place.  Any  changes  to  the  rules  will  result  in  economic  hardship  for  these  utilities  and 
their  customers. 
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3.13  TRANSALTA  SERVICE  AREA 


UtiUties 

TransAlta's  position  was  that  EEMA  has  not  been  effective  and  fair.  In  support  of  this 
position,  TransAlta  offered  the  following  arguments: 

•  EEMA  lacked  the  desired  effectiveness  in  reducing  rate  disparities.  Under  the 
current  EEMA  process,  new  differentials  have  appeared.  While  Edmonton  Power 
is  receiving  EEMA  subsidies,  its  residential  rate  is  25  per  cent  lower  than  that  of 
TransAlta. 

•  EEMA  was  not  necessary  for  the  economic  dispatch  of  electricity  since  economic 
dispatch  was  established  before  the  implementation  of  EEMA. 

•  EEMA  was  not  necessary  for  the  import  or  export  of  electricity.  Both  short-term  and 
long-term  exports  and  imports  were  coordinated  independent  of  EEMA. 

•  Major  hydro  electric  projects  such  as  the  Slave  River  project  did  not  evolve  as  they 
were  expected  to  at  the  time  EEMA  was  implemented. 

•  EEMA  has  not  contributed  to  a  truly  balanced  economic  growth.  Subsidies  to 
businesses  in  one  area  of  the  province  at  the  expense  of  added  costs  in  another  is  not 
sustainable.  They  will  distort  decision  making  and  limit  Alberta's  overall  growth  and 
development. 

•  EEMA  has  created  inappropriate  price  signals  which  have  distorted  choices  made  by 
Alberta  industry  between  the  use  of  electricity  or  natural  gas. 

•  EEMA  assumes  that,  since  80  per  cent  of  electricity  costs  are  related  to  generation 
and  transmission,  these  costs  account  for  80  per  cent  of  the  rate  disparities. 
However,  while  distribution  costs  were  estimated  to  represent  about  20  per  cent  of 
total  electricity  costs,  these  costs  vary  widely  between  rural  and  urban  customers  and 
among  the  classes  of  customers.  Therefore,  the  pooling  of  generation  and 
transmission  costs  does  not  necessarily  reduce  rate  disparities  by  80  per  cent. 

•  EEMA  subsidies  have  been  paid  where  no  rate  disparity  exists  (i.e.  to  Edmonton 
Power)  and  contribute  to  excess  profits. 

•  EEMA  has  reduced  incentives  for  efficiency  and  accountability  of  individual  utilities 
to  their  own  customers.  The  direct  impact  of  actions  by  the  utilities  on  their  own 
customers  has  been  diluted. 

•  EEMA  has  eroded  the  ability  of  some  large  industrial  customers  to  compete  on  a 
global  basis.  Large  industrial  customers  in  the  TransAlta  service  area  now  pay,  on 
average,  20  per  cent  higher  rates  as  a  result  of  EEMA. 
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The  City  of  Calgary  stated  that,  although  EEMA  has  helped  stimulate  the  economy  of 
northern  Alberta,  its  overall  effect  has  been  negative  due  to  the  weighty  cost  burden  it 
has  imposed  on  consumers  in  southern  Alberta.  The  City  argued  that  EEMA  has  not 
been  effective  and  fair  for  the  following  reasons: 

•  The  averaging  of  wholesale  costs,  in  some  cases,  reversed  the  retail  rate  disparities, 
rather  than  merely  reducing  them. 

•  Ever  since  EEMA  was  established,  the  utilities  have  become  less  cooperative,  as 
shown  by  the  reduced  effectiveness  of  the  EUPC. 

•  It  has  created  an  artificial  incentive  for  northern  firms  to  use  electricity  when  other 
energy  sources  such  as  natural  gas  may  have  been  less  expensive. 

•  The  cost  impacts  have  been  concentrated  on  southern  Alberta. 

•  Approximately  20  per  cent  of  the  electricity  bills  of  industry  located  in  TransAlta's 
service  area  is  attributed  to  EEMA  transfer  payments.  Increasing  electricity  costs  are 
begiiming  to  compromise  the  national  and  international  competitiveness  of  these 
industries. 

•  For  1992,  approximately  14  per  cent  of  the  electricity  bills  of  residential  customers 
in  Calgary  is  due  to  EEMA.  This  is  equivalent  to  $60  (on  average)  of  the  annual 
residential  electricity  bill  in  the  city. 

The  City  of  Lethbridge  took  the  position  that  the  EEMA  process  was  neither  effective 
nor  fair.  Their  position  was  supported  by  the  following  arguments: 

•  EEMA  has  resulted  in  economic  inefficiencies  and  inequities  between  consumers. 
It  has  created  significant  cost  burdens  on  customers  of  TransAlta  and  Edmonton 
Power. 

•  The  objective  of  equalizing  costs  throughout  the  province  has  been  surpassed  in  some 
cases,  and  has  resulted  in  an  inequitable  transfer  of  substantial  funds  from  the 
southern  region  of  the  province  to  the  northern  region. 

•  Rates  resulting  from  EEMA  are  currently  20  per  cent  higher  for  TransAlta  than  they 
would  have  been  without  EEMA  pooling. 

•  The  subsidization  of  electric  costs  in  northern  Alberta  is  equivalent  to  a  taxation  in 
the  south  that  occurs  without  elected  review  and  analysis. 

The  City  of  Red  Deer  considered  EEMA  to  be  fair,  with  the  exception  of  the  following 
issues: 

•  Currently,  the  costs  of  reducing  rate  disparities  are  not  borne  by  all  electric 
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consumers  in  Alberta.  The  City  of  Medicine  Hat,  cogenerators  and  independent 
power  producers  are  exempt. 

•  Since  the  farm  and  residential  groups  are  combined  into  a  single  consumer  group, 
the  burden  of  higher  costs  associated  with  providing  service  to  rural  areas  falls  solely 
on  the  residential  customer  class. 

•  The  arbitrary  selection  of  the  interface  for  REAs  as  the  point  at  which  energy  enters 
those  systems  was  not  consistent  with  the  averaging  of  generation  and  transmission 
costs  as  originally  contemplated. 

Cities  and  Towns 

The  opinions  of  the  cities  and  towns  in  the  TransAlta  service  area  seemed  to  follow  a 
general  theme  regarding  the  fairness  of  EEMA.  There  was  a  feeling  of  inequity  arising 
from  the  perception  that  TransAlta  customers  contribute  transfer  payments  to  other 
utilities  whose  customers,  in  some  cases,  pay  less  than  TransAlta  customers.  Many 
submissions  stressed  the  perception  that  the  south  is  subsidizing  the  north  and  that  the 
EEMA  process  "robs  Peter  to  pay  Paul."  The  issue  of  effectiveness  was  less  often 
addressed,  though  most  cities  and  towns  in  the  TransAlta  service  area  agreed  that 
EEMA  reduces  the  accountability  of  Alberta's  electric  utilities  and  reduces  incentives 
for  improved  efficiency. 

The  City  of  Airdrie  expressed  the  perception  that  EEMA's  current  pricing  structure  is 
not  being  formulated  on  a  level  playing  field  largely  because  the  municipally  owned 
utilities  are  not  regulated  at  all  levels  by  the  PUB. 

The  City  of  Camrose  expressed  concern  that  increasing  electricity  rates  will  make  it  even 
more  difficult  to  attract  new  business  and  industry  to  its  area. 

The  City  of  Fort  Saskatchewan  asserted  that  EEMA  is  not  fair  because  its  residents  pay 
significantly  more,  on  average,  than  residential  customers  of  Edmonton  Power.  It  was 
suggested  that  the  difference  in  rates  is  due  to  Edmonton's  rates  being  set  by  its  city 
council.  The  City  of  Wetaskiwin  stated  that  EEMA  has  not  been  completely  effective 
since  significant  rate  disparities  continue  to  exist  between  the  cities  of  Edmonton  and 
Calgary  and  the  rural  areas  surrounding  them. 

The  Town  of  Fort  Macleod  submitted  that  EEMA  is  encouraging  large  electricity 
consumers  to  pursue  self  generation  as  a  viable  alternative.  It  stated  that  this  will 
eventually  reduce  the  integrity  of  the  system  and  have  an  adverse  impact  on  consumers 
which  are  too  small  to  generate  their  own  electricity. 

The  Town  of  Hinton  suggested  that  Edmonton  Power  has  an  unfair  advantage  over 
Alberta  Power  and  TransAlta  since  it  shares  the  costs  of  its  new  power  plants  while 
retaining  the  advantage  of  lower  distribution  costs. 
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The  Town  of  Whitecourt  stated  that  EEMA  has  been  effective  by  encouraging 
development  to  occur  throughout  the  province.  However,  the  Town  felt  that  EEMA  has 
resulted  in  an  overbalancing  effect,  with  subsidies  from  customers  of  the  most  efficient 
utility  being  used  to  support  the  customers  of  other  utilities  with  artificially  low  rates. 

Industrial  Enterprises 

Many  of  the  submissions  from  industrial  enterprises  in  TransAlta's  service  area  argued 
that  EEMA  reduces  the  accountabiUty  and  efficiency  of  Alberta's  electric  utilities. 
Concerns  were  expressed  that  EEMA  allows  transfers  to  a  utility  with  lower  electricity 
rates  and  a  higher  return  on  equity  than  the  utility  making  the  transfer  payment.  It  was 
also  stated  in  most  submissions  that  EEMA  is  reducing  the  competitiveness  of  industry 
in  TransAlta's  service  area. 

ANC  submitted  that  EEMA  has  increased  the  overall  cost  of  electricity  in  Alberta  by 
allowing  the  construction  of  generation  and  transmission  facilities  in  remote  areas  of 
Alberta.  It  stated  that,  due  to  EEMA,  the  decisions  of  industry  to  locate  in  these  remote 
areas  were  not  based  on  the  real  costs  of  service. 

CanadianOxy  Chemicals  Limited  submitted  that  industry  locating  in  high-cost  service 
areas  is  artificially  encouraged  to  take  conventional  utility  service  as  opposed  to  other 
options  such  as  self-generation,  cogeneration  or  fuel  substitution. 

Dow  Chemical  Canada  Incorporated  asserted  that  EEMA  is  not  fair  because  it 
negatively  affects  the  relationship  between  an  industry  and  its  electricity  supplier. 
EEMA  gives  electricity  suppliers  little  control  over  costs  so  they  cannot  make  a  long- 
term  commitment  with  customers  to  pass  on  efficiency  gains.  Dow  Chemical  also 
proposed  that  EEMA  is  not  effective  because  it  distorts  the  economic  decision-making 
process,  thereby  promoting  investment  decisions  which,  without  the  EEMA  cost-sharing 
mechanism,  would  be  neither  economically  feasible  nor  capable  of  overall  wealth 
generation. 

Lethbridge  Iron  Works  Company  Limited  submitted  that  EEMA  leads  to  poor  economic 
decision-making  by  both  the  utilities  and  their  consumers. 

Weldwood  of  Canada  Limited  stated  that  EEMA  is  unfair  since  all  of  the  utilities  are 
not  regulated  to  the  same  degree. 

Others 

With  regard  to  the  effectiveness  of  EEMA  in  achieving  its  objectives,  most  submissions 
from  the  TransAlta  service  area  stated  that  EEMA  is  effective  in  reducing  rate 
disparities.  Some  suggested  that  rather  than  merely  reducing  rate  disparities,  EEMA  has 
in  some  cases  eliminated  or  reversed  them.  Many  submissions  also  stated  that  EEMA 
has  reduced  the  incentives  for  efficiency  and  accountability  of  the  utilities. 
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Most  of  the  submissions  received  from  the  TransAlta  service  area  expressed  a  perceived 
lack  of  fairness  in  the  EEMA  process.  The  reason  most  often  given  was  a  perception 
that  Edmonton  Power  customers  are  being  subsidized  by  TransAlta  customers  and  yet 
pay  lower  rates.  It  was  argued  that  if  TransAlta  customers  were  forced  to  share  in  the 
costs  of  generation  and  transmission  facilities  for  Edmonton  Power,  then  customers  of 
Edmonton  Power  should  be  willing  to  share  the  benefits  they  receive  because  of  very  low 
distribution  costs. 

The  County  of  Strathcona  objected  to  bearing  the  higher  distribution  costs  of  TransAlta's 
retail  customers  while  the  wholesale  customers  -  such  as  Calgary,  Lethbridge  and  Red 
Deer  -retain  the  advantage  of  their  lower  distribution  costs. 

The  Old  Man  Water  Users  Association  (OMWUA)  stated  that  it  is  unfair  that  EEMA 
does  not  include  the  City  of  Medicine  Hat. 

3.1.4  PROVINCE  WIDE 

The  Alberta  Association  of  Municipal  Districts  and  Counties  (AAMDC)  submitted  that 
EEMA  has  a  tendency  to  reduce  rate  disparities  and  has  encouraged  balanced  economic 
growth. 

AEC  submitted  that  EEMA  has  achieved  its  objective  of  equalizing  wholesale  electricity 
rates. 

AGT  Limited  argued  that  EEMA  will  eventually  lead  to  a  situation  in  which  electricity 
consumers  will  bypass  the  existing  electric  system  and  seek  alternative  suppliers.  This 
will  increase  the  electricity  costs  for  the  remaining  consumers  on  the  system. 

The  Federation  of  REAs  suggested  that  if  Alberta  presently  was  in  a  situation  where 
only  one  generation  and  transmission  utility  existed  in  the  province,  the  result  would  be 
very  similar  to  the  current  structure  of  the  Alberta  system.  The  Federation  of  REAs 
also  argued  that  EEMA  is  fair,  that  it  is  incorrect  to  refer  to  the  EEMA  transfer 
payment  as  a  subsidy,  and  that  the  EEMA  process  increases  accountability  since  the 
utilities  have  the  opportunity  to  scrutinize  each  other's  costs. 

IPCAA  stated  that  EEMA  is  effective  in  reducing  rate  disparities  but  that  the  overall 
effect  is  negative  because  reduced  rate  disparities  come  at  the  expense  of  utility 
accountability,  economic  efficiency  and  overall  industrial  economic  health.  IPCAA  also 
argued  that  EEMA  was  never  intended  to  result  in  a  utility  receiving  transfer  payments 
while  having  lower  electricity  rates  than  the  utility  providing  the  transfer  payments. 

Unifarm  submitted  that  it  is  difficult  to  assess  whether  EEMA  has  encouraged  the 
efficient  use  of  electric  energy  resources  in  Alberta.  Unifarm  noted  that  EEMA  is  not 
responsible  for  approving  new  generating  plants;  however,  it  also  has  no  economic 
incentives  to  ensure  that  a  utility  is  competitive  and  more  productive. 
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3.2  VffiWS  OF  THE  PANEL 


Effectiveness 

Reduction  of  Rate  Disparities:  The  Panel  concludes  that  EEMA  has  resulted  in  an 
approximate  equalization  of  wholesale  costs  for  customers  served  by  Alberta  Power, 
Edmonton  Power  and  TransAlta  and  that  the  program  has  been  effective  in  meeting  the 
primary  objective  of  substantially  reducing  inter-utility  retail  rate  disparities.  There  has 
been  some  reversal  of  retail  rate  disparities  for  certain  consumer  categories.  Some 
customers  benefitting  from  EEMA  transfers  have  had  lower  electricity  bills  than  some 
who  are  contributing  to  the  program.  However,  the  Panel  is  satisfied  that  this  is  due  to 
a  number  of  factors  other  than  EEMA,  including: 

•  Retail  rate  design. 

•  Differences  in  contribution  poHcies  of  the  utilities. 

•  Differences  in  population  density  that  give  rise  to  variations  in  distribution  costs  and 
a  tendency  toward  lower  retail  rates  in  the  larger  urban  centres. 

•  The  elimination  of  the  provincial  income  tax  rebates. 

•  The  capping  of  federal  income  tax  rebates. 

The  Panel  notes  that  EEMA  was  not  intended  or  designed  to  equalize  retail  rates. 
Therefore,  it  cannot  be  expected  to  take  into  account  the  significant  variations  in 
distribution  costs  across  and  within  service  areas  that  may  result  in  differing  retail  rates. 

The  Panel  also  notes  from  the  conclusion  in  TransAlta's  and  Alberta  Power's  Bill  and 
Rate  Comparison  Package  that  the  overall  level  of  the  rates  of  the  two  utilities  are  quite 
similar  after  taking  into  account  differences  in  rate  design  and  contribution  policies. 

Further,  the  Panel  does  not  agree  with  those  parties  who  suggested  that  because  some 
retail  rate  differences  still  exist,  EEMA  has  been  ineffective.  Nor  does  it  agree  with 
those  who  argued  that  it  has  been  ineffective  or  inappropriate  because  it  did  not  reduce 
all  retail  rate  disparities  by  80  per  cent. 

Utility  Operations^  Investment  Decisions  and  Pricing  Signals:  The  Panel  notes  that 
decisions  affecting  the  overall  efficiency  of  Alberta's  electric  system  are  subject  to  review 
and  approval  by  the  ERCB  and  the  PUB  prior  to  the  EEMA  averaging  process. 
Consequently,  EEMA's  influence  on  efficiency  is  limited  but  still  significant.  Areas 
where  EEMA  does  affect  efficiency  are  outlined  below: 

•  Alberta's  system  of  multiple  electric  utilities,  with  strong  investor-owned  components 
combined  with  the  regulatory  framework,  has  benefited  the  province.  Relative  to  the 
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monolithic,  government-owned  structures  in  many  other  provinces,  the  Alberta  system 
generally  provides  for  greater  openness,  responsiveness,  accountability  and  efficiency. 
EEMA  has  contributed  to  these  benefits  to  the  extent  that,  in  its  absence,  there 
would  likely  have  been  a  move  to  create  a  single  government-owned  utility  for 
electricity  generation  and  transmission  in  order  to  deal  with  rate  disparities. 

•  EEMA  has  not  interfered  significantly  with  the  operations  of  the  utilities,  but  it  has 
imposed  upon  them  some  minor  additional  costs  related  to  the  administration  and 
operation  of  the  averaging  process. 

•  There  have  been  efficiency  gains  associated  with  economic  dispatch.  However,  prior 
to  the  introduction  of  EEMA,  the  utiUties  practised  economic  dispatch.  Nevertheless, 
EEMA  has  probably  served  to  reduce  the  transaction  costs  associated  with  achieving 
an  efficient  system  of  economic  dispatch. 

•  The  Panel  believes  that  equalizing  wholesale  costs  under  EEMA  may  have,  in  some 
cases,  reduced  accountabiHty  and  led  to  investment  decisions  that  increased  the 
overall  costs  on  the  Alberta  electric  system.  This  may  have  been  offset  to  a  degree 
by  the  increased  attention  of  each  utility  to  the  operations  and  efficiencies  of  the 
other  utilities  in  regulatory  proceedings. 

•  The  Panel  recognizes  the  strong  incentive  of  Alberta's  electric  utilities  to  maintain 
or  increase  the  level  of  their  rate  bases,  and  this  may  affect  their  decisions. 

•  The  averaging  of  costs  across  utiHty  service  areas  may  distort  the  price  signals 
required  for  efficiency  in  the  use  of  electricity  and  the  selection  of  facilities,  but  so 
can  the  common  practice  of  averaging  within  service  areas.  Further,  electricity  rates 
are  set  using  procedures  that  produce  front-end  loaded  rate  patterns. Consequently, 
the  rates  may  deviate  significantly  from  the  efficient  price  signal  given  by  the 
long-run  incremental  cost,  even  if  there  is  no  inter-utility  cost  averaging.  If  there  are 
significant  differences  in  demand  growth  between  service  areas,  it  is  possible  that 
averaging  the  cost  of  facilities  across  all  service  areas  results  in  rates  which  are 
actually  closer  to  long  run  incremental  cost. 

Reductions  in  the  Rate  of  Increase  of  Costs:  The  Panel  is  unable  to  assess  the 
effectiveness  of  the  implementation  of  EEMA  on  the  rate  of  increase  in  costs  for 
Alberta  electricity  consumers  as  a  whole.  As  noted  above,  EEMA  appears  to  have 
promoted  efficiency  in  some  cases  and  reduced  it  in  others.  No  evidence  was  presented 
which  would  lead  to  the  conclusion  that  EEMA  significantly  changed  the  overall  rate  of 
increase  in  costs. 


The  rates  to  recover  the  cost  of  new  facilities  are  above  the  long-run  incremental  cost  in  the  early 
years  and  below  it  in  later  years  as  the  facilities  depreciate. 
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The  program  did,  nevertheless,  affect  the  rate  of  increase  in  electricity  costs  in  the 
individual  utility  service  areas.  The  increases  in  rates  in  Alberta  Power's  area  were 
substantially  reduced  from  what  they  would  have  been  otherwise.  It  increased  Edmonton 
Power's  electricity  costs  from  1986  to  1990  and  then  reduced  them  from  what  would  have 
been  experienced  with  the  addition  of  the  first  Genesee  unit.  For  TransAlta  customers, 
EEMA  has  raised  electricity  rates,  particularly  following  the  elimination  of  the  shielding 
program. 

The  Panel  notes,  however,  that  the  high  rates  of  increase  emphasized  by  many  of  the 
customers  were,  to  a  considerable  degree,  due  to  the  factors  listed  on  page  9  of  this 
report. 

Other  Objectives:  As  the  central  dispatcher  of  electricity  for  the  AIS,  TransAlta  arranges 
for  the  export,  import  or  exchange  of  electricity  on  behalf  of  the  Alberta  AIS  utilities. 
This  function  did  not  devolve  to  EEMA.  Nevertheless,  by  averaging  costs,  the  program 
may  have  simplified  the  process  through  which  the  costs  and  benefits  of  electricity 
imports  and  exports  are  shared  among  the  utilities. 

One  of  the  secondary  objectives  most  frequently  noted  in  the  submissions  was  the 
encouragement  of  balanced  economic  growth  throughout  the  province.  The  Panel  agrees 
that  the  substantial  reduction  in  Alberta  Power's  rates  as  a  result  of  EEMA  may  have 
facilitated  economic  growth  in  Alberta  Power's  service  area,  and  that  this  growth  and 
development  benefited  the  entire  province. 

It  is  unlikely  that  EEMA  resulted  in  reductions  in  economic  growth  in  TransAlta's 
service  area  while  shielding  was  in  place,  but  the  possibility  of  reductions  in  the  period 
since  the  termination  of  shielding  cannot  be  ruled  out.  No  evidence  was  presented  that 
there  has  been  a  decline  in  economic  growth  in  TransAlta's  area  strictly  as  a  result  of 
the  EEMA  transfer  payments.  However,  the  Panel  agrees  with  those  suggesting  that,  to 
the  extent  electricity  rates  have  been  increased,  EEMA  may  have  reduced  the 
competitiveness  of  agriculture  and  other  industries  in  TransAlta's  service  area,  and  that 
in  the  mid- 1980s,  the  competitiveness  of  some  industries  in  Edmonton  Power's  service 
area  may  also  have  been  reduced. 

Faimess 

The  Panel  notes  that  the  concept  of  faimess  is  subjective  and  there  is  no  widely  accepted 
definition  of  it.  Indeed,  the  definitions  of  fairness  implicit  in  the  submissions  were 
variable  and  often  conflicting.  Nevertheless,  the  Panel  concludes  that  while  the 
implementation  of  EEMA  at  the  wholesale  level  was  reasonably  fair  during  periods 
when  shielding  was  effective,  there  have  been  elements  of  unfairness  in  recent  years. 

The  Panel  does  not  accept  that  fairness  requires  the  equalization  of  retail  rates  across 
the  province.  It  rejects  the  argument  that  being  a  resident  of  Alberta  confers  a  right  to 
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equalized  retail  electricity  rates,  or  that  there  is  a  general  cost  equalization  principle 
applied  in  the  setting  of  rates  for  other  utilities.  For  example,  there  is  not  an 
equalization  of  telephone  rates  or  water  and  sewage  service  rates.  While  there  are  cases 
(such  as  the  NOVA  system  in  the  natural  gas  industry)  where  postage  stamp  tolls  are 
employed,  these  have  generally  been  adopted  for  reasons  other  than  those  strictly  related 
to  notions  of  rights  or  equity. 

Nor  does  the  Panel  agree  with  those  who  argued  that  it  is  unfair  to  reduce  rate 
disparities  across  the  utility  service  areas  through  cost  averaging.  In  this  regard,  the 
Panel  notes  the  following: 

•  Rate  averaging  is  applied  within  service  areas  and  this  has  generally  been  accepted 
as  being  fair. 

•  A  substantial  portion  of  the  inter-utiHty  rate  differences  in  the  absence  of 
EEMA-type  averaging  would  simply  reflect  the  arbitrary  nature  of  service  area 
boundaries  and  would  not  reflect  differences  in  real  incremental  supply  costs,  but 
rather  would  primarily  reflect  differences  in  growth  rates  for  electricity  demand  and 
the  average  age  of  the  facilities  serving  those  demands. 

•  Many  investment  decisions,  particularly  in  Alberta  Power's  service  area,  have  been 
made  on  the  basis  of  the  reduced  rates  achieved  under  EEMA.  It  would  be  unfair 
to  those  investors  to  make  major  changes  in  rates. 

•  Some  degree  of  inter-utility  cost  averaging  may  be  fair,  given  other  objectives  such 
as  encouraging  balanced  economic  growth  and  development  in  the  province. 

Further,  the  Panel  recognizes  the  general  regulatory  principle  that  customers  of  a  utility 
pay  only  for  service  and  by  purchasing  the  service  they  do  not  acquire  rights  to  the 
facilities  used  to  produce  and  deliver  the  service.  Consequently,  it  cannot  be  said  that 
TransAlta  customers  have  acquired  rights  to  the  low-cost  generation  and  transmission 
facilities  serving  TransAIta's  area. 

Nevertheless,  with  the  elimination  of  shielding,  the  Panel  believes  that  there  is  some 
unfairness  to  the  customers  in  the  service  area  of  the  utility  with  the  lowest  generation 
and  transmission  costs  who  make  the  full  contribution  to  achieve  equalized  wholesale 
costs.  For  example,  there  is  an  element  of  unfairness  to  those  who  made  investment 
decisions  in  TransAIta's  service  area  on  the  basis  of  TransAIta's  advantage  in  electricity 
costs.  This  is  similar  to  the  unfairness  that  would  occur  if  EEMA  were  removed  entirely, 
with  the  consequence  of  large  increases  in  Alberta  Power's  rates,  after  customers  in 
Alberta  Power's  service  area  made  investment  decisions  based  on  current  electricity 
rates. 

Given  this  consideration,  the  Panel  believes  that  the  degree  of  fairness  concerning  the 
operation  of  EEMA  could  be  improved. 
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4.  SUGGESTED  MODIFICATIONS  AND  ALTERNATIVES  TO  EEMA 


4.1  VIEWS  OF  THOSE  MAKING  SUBMISSIONS 


4.1.1  ALBERTA  POWER  SERVICE  AREA 
Alberta  Power 

Alberta  Power  submitted  that  when  considering  required  modifications,  it  is  important 
to  distinguish  between  requirements  for  the  future  direction  of  the  electric  industry  and 
associated  regulatory  requirements  as  a  whole,  and  specific  requirements  for  EEMA 
It  contended  that  EEMA  is  effective  in  creating  a  common  wholesale  power  rate  for  all 
Albertans  ~  a  principle  which  Alberta  Power  considered  to  be  essential  for  the  economic 
development  which  benefits  the  province  as  a  whole.  Alberta  Power  contended  that 
equal  access  to  electricity  at  equivalent  cost,  so  that  Albertans  are  not  disadvantaged  by 
where  they  live  and  work,  is  considered  a  requirement  which  the  province's  electricity 
industry  must  satisfy,  and  that  EEMA  meets  this  need. 

Cities  and  Towns 

Most  of  the  submissions  received  from  the  cities  and  towns  in  Alberta  Power's  service 
area  argued  that  EEMA  had  achieved  the  desired  objectives  and  urged  the  Panel  to 
maintain  the  present  structure.  Many  referred  to  the  increased  direct  costs  to  citizens 
through  higher  power  bills  and  indirect  costs  through  higher  taxes  should  EEMA  be 
significantly  changed. 

The  Town  of  Stettler  suggested  that  EEMA  be  modified  to  prevent  transfer  payments 
to  those  utilities  which  already  have  lower  electricity  costs. 

The  Village  of  Linden  stated  that  many  small  communities  in  Alberta  Power's  service 
area  would  generate  their  own  electricity  if  EEMA  were  eliminated. 

Industrial  Enterprises 

Most  of  the  industrial  enterprises  in  Alberta  Power's  service  area  argued  that  there 
should  be  no  modifications  to  EEMA  since  it  is  fair  and  effective.  They  further 
submitted  that  the  termination  of  EEMA  would  have  a  significant  impact  on 
competitiveness  and  viability. 

Albright  &  Wilson  submitted  that  it  is  in  agreement  that  utilities  must  become  more 
accountable  to  their  customers.  It  stated  that  "fair  and  equal"  electricity  rates  must  be 
paramount  and  that  these  objectives  may  be  achieved,  not  by  phasing  out  EEMA,  but 
by  modifying  the  existing  regulatory  system.    It  presented  alternative  modification 
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proposals,  including  the  inclusion  of  distribution  costs  in  the  cost  base  and  more  closely 
linking  the  ERCB  and  the  PUB  in  the  capital  expenditure  approval  process. 

Procter  &  Gamble  Cellulose  contended  that  the  role  of  EEMA  should  be  considered  in 
a  larger  perspective  ~  one  involving  a  free  market  for  power  production  that  responds 
to  Alberta's  overall  energy  and  environmental  needs  in  a  way  that  reduces  regional  rate 
disparities.  It  recommended  the  establishment  of  a  legislated  negotiation  process  which 
would  give  the  affected  parties  the  right  and  the  means  to  reach  a  consensus  on  new 
EEMA  legislation. 

Suncor  noted  that  oil  sands  development  is  vital  to  Alberta's  future  success  as  a 
competitive  player  in  the  world  energy  market.  It  stated  that  as  the  world's  highest  cost 
source  of  crude  oil,  oil  sands  developers  are  working  to  achieve  cost  reductions.  The 
abolishment  of  EEMA  would  widen  the  gap  between  the  low-cost  conventional  oil 
producers  in  the  south  and  high-cost  oil  sands  producers  in  the  north. 

Syncrude  submitted  that  in  the  short  term,  it  supports  the  status  quo  as  the  fairest  and 
most  just  method  of  providing  similarly  priced  electricity  to  industries  and  residents  of 
Alberta.  It  stated  that  it  supports  a  long-term  transition  to  deregulation  of  electric 
power  generation  and  distribution. 

Others 

Almost  all  the  other  submissions  in  Alberta  Power's  service  area  suggested  that  no 
substantive  modifications  were  required  since  the  objectives  of  EEMA  are  being  met  and 
are  still  valid.  It  was  stated  in  these  submissions  that  removing  EEMA  would  create 
significcmt  hardship  for  the  customers  in  Alberta  Power's  service  area.  It  was  suggested 
in  some  submissions  that  an  alternative  to  EEMA  would  be  one  Crown-owned  electric 
utility  in  Alberta. 

A  number  of  submissions  also  argued  that  EEMA  should  address  the  rural-urban 
disparities  in  end  use  rates.  In  particular,  it  was  suggested  that  the  costs  of  distribution 
facilities  should  be  included  in  the  EEMA  pooling  process  in  order  to  ensure  equaHzed 
retail  electricity  rates. 

The  Fort  McMurray  Chamber  of  Commerce  stated  that  the  PUB  should  have  the 
authority  to  approve  the  rate  of  return  and  electricity  rates  of  all  electric  utilities  in  the 
province. 

The  NADC  argued  that  cost  pooling  is  still  the  most  effective  means  of  reducing  rate 
differences  across  Alberta.  It  stated  that  there  is  a  widespread  belief  that  some 
customers  receive  unfair  benefits  through  the  pooling  process,  and  proposed  that  two 
principles  of  reform  should  serve  as  the  basis  of  any  changes  to  EEMA.  The  first  is  that 
allowances  should  be  made  for  differences  in  distribution  costs.  Secondly,  adjustments 
should  be  made  to  ensure  that  utilities  receiving  a  transfer,  including  municipally  owned 
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utilities,  do  not  receive  a  rate  of  return  on  their  operation  that  is  significantly  greater 
than  those  contributing  to  the  program. 

The  NADC  also  proposed: 

•  That  efforts  be  made  to  standardize  rate  design  across  the  province  to  enable  direct 
comparison  of  electricity  rates  and  to  improve  the  monitoring  of  EEMA. 

•  That  the  province  make  allowances  in  the  EEMA  averaging  formula  for  tax  payments 
paid  by  investor-owned  utilities  on  their  distribution  income. 

The  Silver  Valley  REA  also  recommended  that  EEMA  purchase  all  electricity  in  Alberta 
and  resell  it  to  the  wholesale  customers.  This  could  be  further  expanded  to  encourage 
competitive  bidding  for  future  electricity  requirements. 

The  Two  Hills  Health  Care  Centre  suggested  that  removing  EEMA  would  probably  lead 
to  TransAlta  taking  over  Alberta  Power  and  Edmonton  Power,  thereby  reducing  the 
benefits  of  competition  between  the  three  utilities. 

The  Zawale  REA  suggested  that  the  administration  of  EEMA  be  placed  under  the 
jurisdiction  of  the  PUB. 

One  resident  of  Grande  Prairie  expressed  disappointment  that  EEMA  is  under  review 
since  the  burden  of  demonstrating  the  need  for  change,  and  the  associated  benefits, 
rested  with  those  pursuing  the  change. 


4.1.2  EDMONTON  POWER  SERVICE  AREA 
City  of  Edmonton 

The  City  of  Edmonton  concluded  that  the  fundamental  concept  of  EEMA  is  sound  and 
no  substantial  changes  were  required  ~  EEMA  should  be  retained  in  its  present  form. 

Others 

The  Edmonton  Chamber  of  Commerce  submitted  that  Alberta's  success  in  an 
increasingly  global  economy  depends  on  its  businesses  being  as  competitive  as  possible, 
and  that  one  of  the  key  features  of  a  competitive  economy  is  having  input  costs  reflect 
real  costs.  It  stated  that  the  Panel  should  strive  to  maximize  competition,  but  should 
provide  fair  rules  in  the  transition. 
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4.1.3        TRANSALTA  SERVICE  AREA 


UtiUties 

TransAlta  submitted  that  changes  to  EEMA  should  ehminate  unintended  and 
unanticipated  resuhs,  contribute  to  improving  Alberta's  competitiveness,  and  be  founded 
on  the  principles  of  accountability  and  efficiency  of  the  utilities. 

TransAlta  recommended  a  number  of  modifications  to  EEMA.  The  first  is  that  a  "rate 
disparity  test"  be  established  to  ensure  that  customers  of  utilities  paying  EEMA  transfers 
do  not  have  higher  rates  than  customers  of  utilities  receiving  EEMA  transfers.  Secondly, 
EEMA  transfers  should  be  capped  in  1993  to  ensure  that  EEMA  promotes  efficiency 
and  accountability  of  individual  utilities  to  their  own  customers.  The  transfers  in  1993 
would  decrease  as  facilities  depreciated.  The  transfers  would  also  be  reduced  by  20  per 
cent  over  1994  and  1995  to  ensure  the  reduction  of  rate  disparities  is  80  per  cent.  This 
would  be  consistent  with  TransAlta's  views  of  the  objectives  of  EEMA.  Finally, 
TransAlta  recommended  the  establishment  of  measures  to  ensure  that  Albertans  who 
"opt  out"  of  EEMA  still  pay  their  share  of  the  transfer  payments. 

As  a  further  consideration,  TransAlta  proposed  the  adoption  of  a  "safety  net"  approach, 
whereby  EEMA  transfers  would  reduce  any  future  TransAlta/ Alberta  Power  rate 
disparities  by  80  per  cent  of  what  the  disparity  would  have  been  in  the  absence  of 
EEMA.  For  example,  if  the  rate  disparity  in  residential  rates  between  TransAlta  and 
Alberta  Power  is  30  per  cent  without  EEMA,  the  transfer  would  be  maintained  to  the 
extent  that  only  20  per  cent  of  the  differential,  or  a  disparity  of  6  per  cent,  would  exist. 

The  City  of  Calgary  proposed  that  since  it  is  the  transmission  component  that  accounts 
for  the  additional  cost  required  to  service  more  remote  consumers,  EEMA  should  be 
modified  over  time  so  that  eventually  only  transmission  costs  are  equalized.  It  submitted 
that  this  should  be  accomplished  over  time  through  the  "grandfathering"  of  existing 
generation  facilities.  As  older  units  are  phased  out  and  replaced  with  new  generation 
capacity,  the  cost  of  these  new  units  would  not  be  included  but  would  be  the 
responsibility  of  the  utility  owning  the  asset.  Thus,  the  transition  would  eventually  result 
in  only  transmission  costs  being  averaged.  It  stated  that  the  move  to  smaller  plants, 
combined  with  all  three  generating  utilities  facing  similar  marginal  costs  for  new  supply, 
has  reduced  significantly  the  need  to  spread  the  financial  burden  and  risk  for  new 
generation  costs. 

The  City  of  Lethbridge  contended  that  the  objectives  of  minimizing  electricity  costs  to 
the  province  and  providing  equity  among  consumers  are  not  being  met  with  EEMA.  It 
stated  that  to  achieve  lower  costs,  more  competition  is  desirable,  and  to  achieve 
equitable  prices  and  promote  economic  efficiency,  subsidization  through  power  rates 
must  be  eliminated.  The  City  of  Lethbridge  proposed  the  elimination  of  EEMA  and  its 
replacement  by  a  competitive  system  which  would  lead  to  cost  minimization,  the 
ehmination  of  subsidies  and  greater  equity  among  consumers. 
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The  City  of  Red  Deer  submitted  that  balanced  growth  or  economic  development  should 
be  viewed  as  beneficial  to  the  province  as  a  whole  and  the  costs  borne  from  general 
revenues.  It  stated  that  should  this  not  be  acceptable,  then  the  costs  of  reducing  rate 
disparities  should  be  borne  by  all  provincial  electric  consumers  including  Medicine  Hat, 
cogenerators,  independent  and  small  power  producers.  It  also  submitted  that  changes 
be  made  to  the  definition  of  consumer  groups  and  to  the  energy  interface  point  for 
REAs. 

Cities  and  Towns 

Many  of  the  cities  and  towns  in  TransAlta's  service  area  expressed  the  view  that  changes 
were  required  to  eliminate  certain  inequities  and  to  increase  accountability  and 
productivity  of  the  utilities.  The  following  are  some  of  the  changes  that  were  repeated 
in  several  submissions: 

•  Retail  electricity  rates  should  be  equalized  by  including  distribution  costs  in  the 
pooling  process. 

•  All  the  utilities  participating  in  EEMA  should  be  under  similar  levels  of  regulation. 

•  Utilities  receiving  EEMA  transfer  payments  should  not  have  lower  electricity  rates, 
and/or  higher  returns  on  equity  than  the  utilities  contributing  to  EEMA. 

•  EEMA  transfer  payments  should  be  capped  and/or  eliminated. 

•  EEMA  transfer  payments  should  be  reviewed  periodically. 

The  City  of  Airdrie  suggested  that  the  aggregate  electricity  cost  differential  at  the 
pooling  interfaces  should  be  capped  at  one  cent  per  kilowatt-hour,  which  would 
encourage  more  efficiency.  The  City  also  suggested  that  a  utility  receiving  an  EEMA 
transfer  should  be  required  to  distribute  the  transfer  among  its  customers  in  a  manner 
that  avoids  the  reversal  of  rate  disparities. 

The  Town  of  Fort  Macleod  recommended  the  removal  of  EEMA  immediately. 

The  Town  of  Okotoks  supported  the  City  of  Calgary's  submission,  finding  that  it  provides 
a  workable  alternative  and  a  fair  resolution  of  a  complex  problem.  The  Town  stated 
that  it  must  be  ensured  that  EEMA  does  not  jeopardize  the  ability  of  southern  Alberta 
industry  to  compete  with  north-central  Alberta  industry. 

The  Town  of  Ponoka  submitted  that  another  method  should  be  found  to  subsidize 
people  living  in  remote  areas  of  the  province,  rather  than  through  the  electricity  rates 
of  a  private  company  such  as  TransAlta. 
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Industrial  Enterprises 


A  large  number  of  the  industrial  enterprises  in  TransAlta's  service  area  made  the 
following  recommendations: 

•  EEMA  transfer  payments  should  be  capped  at  existing  levels  followed  by  a  phase-out 
of  the  transfer  payments  over  a  period  of  time.  The  time  period  recommended  for 
phasing  out  the  EEMA  transfer  payments  varied  from  2  to  30  years. 

•  Changes  should  be  made  to  ensure  that  the  utihties  receiving  EEMA  transfer 
payments  do  not  have  lower  electricity  rates  and/or  higher  returns  on  equity,  than 
the  utilities  contributing  to  EEMA 

Albchem  Industries  Limited  indicated  that  EEMA  incorrectly  uses  electricity  rates  to 
subsidize  development  in  remote  regions.  It  stated  that  the  source  of  funds  for 
development  in  remote  regions  should  come  from  general  revenues  and  long-term  debt 
financing.  Albchem  also  recommended  the  following: 

•  EEMA  transfer  payments  should  not  apply  to  off-peak  electricity  consumers,  and  an 
allowance  should  be  made  to  those  industries  that  operate  their  facilities  at  high  load 
factors  on  an  interruptible  basis. 

•  Export  credits  should  be  implemented  that  would  neutralize  the  impact  of  EEMA 
on  industrial  products  that  must  be  competitive  outside  Alberta. 

•  The  City  of  Edmonton  should  be  removed  from  EEMA 

Alberta  Natural  Gas  Company  Limited  (ANG)  claimed  that  its  competitive  edge  in  the 
market  place  has  been  eroding  since  1982  because  of  increasing  electricity  costs  due  to 
EEMA,  and  submitted  that  EEMA  should  be  abolished.  ANG  further  stated  that  the 
PUB  hearings  associated  with  EEMA  are  costly  to  administer  and  do  not  provide  an 
atmosphere  for  involvement  of  the  general  public. 

Crestar  Energy  and  Petro-Canada  Resources  expressed  support  for  the  submission  from 
IPCAA  Petro-Canada  indicated  that  it  favours  a  more  expedient  phase-out  of  transfer 
payments  than  reconmiended  by  IPCAA 

Dow  Chemical  recommended  that  the  large  industrial  consumer  group  be  removed  from 
the  EEMA  process  so  that  companies  are  free  to  deal  directly  with  their  suppliers. 

Fleischmann's  Yeast  Limited,  Kawneer  Company  Canada  Limited  and  Palliser  Distillers 
advocated  the  elimination  of  EEMA. 
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Interprovincial  Pipe  Line  Limited  (IPL)  supported  a  thorough  review  of  the  program  and 
its  appropriate  modification  or  abolition.  According  to  IPL,  the  fundamental  issue  is 
that  government  policy  attempted  to  use  electricity  cost  equalization  to  encourage 
development  in  areas  where  that  development  would  otherwise  be  uneconomic. 

Lafarge  Canada  Incorporated  submitted  that  EEMA  is  currently  negatively  impacting 
competitiveness  due  to  rapidly  escalating  electricity  costs.  It  suggested  that  the  existing 
inappropriate  mechanism  be  eliminated  or  replaced  with  a  process  that  will  not  reduce 
the  initiative  of  Alberta's  electric  utilities  to  pursue  efficiency. 

Lethbridge  Iron  Works  advocated  the  elimination  of  EEMA  for  all  future  generating 
capacity  built  within  the  province.  It  stated  that  the  costs  of  existing  generation  capacity 
should  continue  to  be  pooled  through  EEMA. 

Sabre  Energy  Limited  supported  the  abolishment  of  EEMA,  but  would  not  be  opposed 
to  limited  government  support  of  electricity  distribution  in  remote  areas  of  the  province. 

Shell  Canada  Limited  suggested  that  the  Panel  should  make  recommendations  which  will 
provide  financial  rewards  for  efficient  utilities  to  ensure  the  lowest  possible  power  costs 
for  Alberta  consumers  and  to  minimize  the  cost  of  EEMA  through  simplification. 

Sherritt  Gordon  Limited  argued  that  transfer  payments  between  industrial  customers 
encourage  uneconomic  investment  decisions,  and  unnecessarily  intrude  into  the  economic 
competitiveness  of  Alberta  industry,  and  should  not  apply  to  industrial  customers. 
Sherritt  Gordon  further  argued  that  the  extent  to  which  rates  are  equalized  should  be 
reduced  for  other  rate  classes. 

Stelco  Steel  Edmonton  Works  proposed  that  EEMA  be  eliminated  and  that  all 
regulatory  matters  be  dealt  with  by  only  one  agency,  the  PUB. 

Others 

In  most  of  the  submissions  received  from  individuals  and  associations  in  the  TransAlta 
service  area,  there  was  a  general  feeling  that  the  EEMA  process  should  be  abolished. 
In  the  event  that  it  continues,  many  submissions  suggested  that  EEMA  be  altered  to 
incorporate  mechanisms  to  hmit  the  perceived  benefit  that  Edmonton  Power  receives 
from  transfer  payments  made  by  TransAlta  customers.  Some  submissions  supported 
TransAlta's  view  that  EEMA  is  no  longer  required  to  average  costs  for  future  generation 
and  transmission. 

A  number  of  submissions  stated  that  EEMA  has  added  additional  cost  to  electricity  used 
for  irrigation.  These  submissions  argued  that  TransAlta's  irrigation  rates  should  be 
removed  from  the  EEMA  averaging  process  since  there  are  very  few  comparable 
customers  in  Alberta  Power's  service  area. 
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One  submission  from  an  irrigation  farmer  recommended  the  elimination  of  EEMA,  or 
if  EEMA  is  retained,  including  distribution  costs  in  the  EEMA  pooling  process. 

Canada  West  Ski  Areas  Association  submitted  that  shielding  payments  from  the 
Government  of  Alberta  should  be  reinstated  until  a  more  equitable  program  can  be 
developed  to  finetune  EEMA. 

The  County  of  Lacombe  expressed  support  for  the  EEMA  concept  but  contended  that 
some  of  the  inequities  must  be  addressed.  For  example,  there  was  concern  that  rural 
ratepayers  were  subsidizing  residents  of  Edmonton. 

The  County  of  Lethbridge  stated  that  Alberta's  electric  utilities  should  merge  or  reach 
an  agreement  to  bring  all  electric  energy  producers  under  one  organization. 

Energy  Consulting,  Incorporated  submitted  that  EEMA  should  either  be  eliminated  or 
restructured.  It  stated  that  it  is  completely  unacceptable  that  Edmonton  should  receive 
a  relatively  high  rate  of  return  when,  as  a  municipal  utility,  it  is  not  subject  to  PUB- 
regulated  rates  and  this  rate  of  return  is  subsidized  by  Calgary  ratepayers. 

The  Industrial  Association  of  Southern  Alberta  recommended  that  EEMA  be  dismantled 
immediately  so  that  electricity  suppliers  can  experience  the  consequences  of  inefficiency. 

The  Municipal  District  of  Rocky  View  No.  44  supported  the  submission  of  the  City  of 
Calgary. 

The  Niton  REA  argued  for  the  elimination  of  EEMA  and  for  a  return  to  pre-EEMA 
competition,  on  the  basis  that  EEMA  does  not  provide  any  incentive  for  efficiency  and 
that  it  results  in  rural  areas  having  higher  electricity  costs  than  city  residents. 

OMWUA  submitted  that  if  EEMA  is  retained,  then  Medicine  Hat  should  be  included. 
It  also  stated  that  there  should  be  periodic  reviews  of  EEMA  transfer  payments. 

4.1.4  PROVINCE  WIDE 

The  AAMDC  reconmiended  that  distribution  costs  be  included  in  the  EEMA  pooling 
process  along  with  generation  and  transmission  costs.  The  AAMDC  argued  that  this 
would  remove  the  inequities  between  urban  and  rural  electricity  rates. 

AEC  submitted  that  a  utility  should  not  benefit  from  EEMA  if  its  retail  electricity  rates 
are  lower  than  the  retail  electricity  rates  of  the  utility  providing  the  EEMA  transfer 
payment. 

The  Federation  of  REAs  indicated  that  EEMA  does  not  require  major  changes  since  it 
does  not  negatively  impact  Alberta's  ability  to  attract  and  sustain  industrial  development. 
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It  stated  that  the  majority  of  industries  locate  here  because  of  the  existence  of  resources 
required  for  their  processes.  The  Federation  contended  that  EEMA  is  achieving  the 
purpose  for  which  it  was  designed  and,  with  some  fine  tuning,  is  still  the  best  vehicle  to 
accommodate  the  rate  equalization  process.  The  Federation  stated  that  the  EEMA 
adjustment  process  could  be  improved. 

Fording  Coal  Limited  argued  that  the  future  supply  of  electricity  under  EEMA  is 
essential  for  the  orderly  development  of  Alberta's  economic  future.  It  stated  that  EEMA 
should  be  maintained  and  strengthened  as  a  means  to  ensure  a  continued  competitive 
approach  to  providing  electricity  in  the  province  and  an  increased  role  for  Independent 
Power  Producers.  It  suggested  a  clarification  of  EEMA's  relationship  to  the  ERCB  and 
the  PUB. 

IPCAA  submitted  that  EEMA  should  seek  to  make  utilities  fully  accountable  for  future 
spending.  It  stated  that  since  future  generation  will,  to  a  significant  degree,  be  provided 
from  cogeneration  and  non-utility  generation,  a  more  competitive  market  is  envisioned 
which  EEMA  should  be  flexible  enough  to  accommodate.  It  also  contended  that 
transfer  payments  should  be  capped  at  current  levels  and  phased  out  as  a  plant 
depreciates;  that  further  reviews  of  EEMA  should  be  conducted  regularly;  that  subsidies 
should  not  be  provided  for  any  utility  whose  customers  have  lower  retail  rates  than  the 
utiUty  whose  customers  provide  the  subsidy;  and,  that  Cities  Compensation  payments 
should  be  subject  to  review  in  a  public  process  in  the  same  manner  as  other  EEMA  costs 
are  subject  to  PUB  scrutiny. 

Unifarm  suggested  that  downstream  costs  also  be  included  in  the  EEMA  process  in 
order  to  further  minimize  rate  disparities.  It  recommended  reviewing  Ontario's  program 
that  reduces  rate  disparities  between  the  consumers  of  Ontario  Hydro  and  the  municipal 
utihties.  Unifarm  also  expressed  support  for  the  submission  from  the  Federation  of 
REAs. 


4.2  VIEWS  OF  THE  PANEL 

The  Panel  agrees  with  many  of  those  who  argued  in  their  submissions  that  some  changes 
in  the  EEMA  process  are  required  to  address  the  matters  identified  in  Section  3. 

The  Panel  believes  that  modifications  involving  the  provincial  equalization  of  end  use 
or  retail  rates,  as  suggested  by  some  groups,  would  be  unworkable  or  unacceptable  for 
the  reasons  noted  in  Sections  2.2  and  3.2.  Further,  the  Panel  notes  that  as  long  as  retail 
rates  are  not  equalized,  it  would  be  impossible  to  ensure,  without  some  other 
modification,  that  EEMA  transfers  will  always  be  from  those  with  the  lowest  retail  rates 
to  those  with  the  highest  retail  rates.  The  Panel  is  not  attracted  to  TransAlta's  proposed 
disparity  test  because  it  would  introduce  further  complexity  and  would  ultimately  infringe 
on  the  autonomy  of  the  municipal  utilities. 
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As  a  basis  for  assessing  the  various  proposed  modifications,  estimates  were  prepared 
showing  wholesale  costs  for  the  AIS  which  incorporated  forecast  estimates  of  the  new 
generation  and  transmission  faciUties  over  the  period  to  the  year  2000.  These  various 
estimates  are  based  on  two  forecasts,  a  low  case  and  a  mid  case,  made  in  1991  by  the 
EUPC  for  the  growth  in  demand  for  electricity  in  Alberta  (Figure  2.1).  The  Panel 
expects  the  1992  mid  EUPC  forecast  to  fall  between  the  1991  low  and  mid  forecast.  The 
forecast  nominal  and  real  generation  and  transmission  costs  for  the  AIS,  broken  down 
by  the  three  EEMA  consumer  groups,  are  shown  in  Table  4.1. 

The  forecast  load  was  then  allocated  to  the  three  service  areas  and  the  forecast 
wholesale  costs  were  estimated  for  each  service  area.  The  resulting  retail  rates  by  utiUty 
service  area  and  EEMA  transfers  were  also  estimated.  Because  of  the  complications 
involved,  the  confidence  level  for  the  estimated  retail  rates  is  lower  than  for  the 
wholesale  rates.  The  estimates  for  the  mid  forecast  are  summarized  in  Table  4.2  and 
those  for  the  low  forecast  are  presented  in  Table  4.3.  It  should  be  noted  that  the 
wholesale  rates  for  the  categories  other  than  residential  differ  among  the  utilities  because  of 
variations  In  load  factors;  that  Is,  for  equivalent  load  factors  the  wholesale  costs  of  electricity 
are  equal 

The  forecast  wholesale  costs  increase  by  varying  amounts  depending  on  the  service  area, 
customer  category  and  load  forecast,  but  the  average  increase  for  each  utility  over  the 
period  to  the  year  2000  generally  falls  in  the  range  of  2  to  2.5  per  cent  per  year.  These 
forecast  increases  are  lower  than  the  assumed  annual  inflation  rate  of  3  per  cent.  As  a 
result,  they  show  a  decline  in  the  real  cost  of  electricity. 

These  tables  also  show  that  in  its  present  form,  EEMA  would  result  in  transfers  from 
TransAlta's  service  area  increasing  from  $144  million  in  1992  to  between  $255  and  $259 
million  annually  by  the  end  of  the  period.  Annual  transfers  to  Alberta  Power's  service 
area  would  increase  from  $118  million  to  between  $138  and  $190  million.  Annual 
transfers  to  Edmonton  Power's  service  area  would  rise  from  $26  million  to  $92  million, 
then  decrease  to  $68  million  under  the  mid  forecast.  Under  the  low  forecast,  Edmonton 
Power's  service  area  would  contribute  up  to  $12  million  annually  to  EEMA  and  then 
receive  a  transfer  payment  of  $118  million  in  the  year  2000. 

The  Panel  stresses  that  the  forecasts  are  based  on  a  number  of  assumptions  and  are 
intended  only  to  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assumed  to  be  included  in  rate  base  in  1995  under  the  mid-EUPC 
forecast  and  1999  under  the  low-EUPC  forecast.  Examples  of  other  assumptions  include 
the  inflation  rate  (3  per  cent),  the  cost  of  new  facilities,  fuel  prices  and  the  load  growth. 


55 


Table  4.1 


Forecast  Generation  &  Transmission  Costs  for  the  AIS 


1992 


1994 


1996 


2000 


Average 
Annual 
%  Increase 


1991  WPC  Mid  Forecast 

Nominal  Costs  by  EEMA  Consumer  Group  (cents/kWh) 


Residential/Farm 
Large  Industrial 
General  Service 
Average 


4.66 
3.14 
4.05 
3.83 


4.91 
3.45 
4.29 
4.08 


5.23 
3.66 
4.52 
4.32 


5.29 
3.78 
4.56 
4.39 


5.57 
4.01 
4.74 
4.60 


2.3% 
3.1% 
2.0% 
2.3% 


Costs  in  1992$  by  EEMA  Consumer  Group  (cents/kWh) 


Residential/Farm 
Large  Industrial 
General  Service 
Average 


4.66 
3.14 
4.05 
3.83 


4.63 
3.26 
4.04 
3.85 


4.65 
3.25 
4.01 
3.83 


4.43 
3.17 
3.82 
3.67 


4.40 
3.17 
3.74 
3.63 


-0.7% 
0.1% 
-1.0% 
-0.7% 


1991  EUPC  Low  Forecast 


Nominal  Costs  by  EEMA  Consumer  Group  (cents/kWh) 


Residential/Farm 
Large  Industrial 
General  Service 
Average 


4.66 
3.14 
4.05 
3.83 


5.03 
3.48 
4.50 
4.22 


5.10 
3.57 
4.54 
4.29 


5.13 
3.62 
4.56 
4.32 


5.64 
3.90 
4.86 
4.65 


2.4% 
2.8% 
2.3% 
2.5% 


Costs  in  1992$  by  EEMA  Consumer  Group  (cents/kWh) 


Residential/Farm 
Large  Industrial 
General  Sen/ice 
Average 


4.66 
3.14 
4.05 
3.83 


4.74 
3.28 
4.24 
3.98 


4.53 
3.17 
4.03 
3.81 


4.30 
3.03 
3.81 
3.62 


4.45 
3.08 
3.84 
3.67 


■0.6% 
•0.2% 
-0.7% 
•0.5% 


The  forecasts  involve  a  number  of  assumptions  and  are  intended  to  only  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assumed  to  be  included  in  rate  base  in  1995  under  the  mid  EUPC  forecast  and  1999  under  the  low-EUPC  forecast.  Examples  of 
other  assumptions  include  the  inflation  rate  (3  percent),  the  costs  of  new  focilities,  fuel  prices  and  the  allocation  of  load  growth  among  the  utilities' 
service  areas. 


Source:  Alberta  Department  of  Energy 
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Table  4.2 

Forecast  Generation  &  Transmission  Costs  for  Each  Utility  After  Equalization  through  EEMA 
-  1991  EUPC  Mid  Forecast 

Average 
Annual 

1992  1994  1996  1998  2000       %  Increase 

(all  figures  are  expressed  in  nominal  terms) 
Wholesale  Costs  by  EEMA  Consumer  Group  <cent8/kWh} 

Alberta  Power 


Residential/Farm 

4.66 

4.91 

5.23 

5.29 

5.57 

2.3% 

Large  Industrial 

3.27 

3.61 

3.83 

3.95 

4.18 

3.1% 

General  Sen/ice 

3.92 

3.76 

3.99 

4.08 

4.26 

1.1% 

Average 

3.75 

3.86 

4.09 

4.18 

4.39 

2.0% 

1  Power 

Residential/Farm 

4.66 

4.91 

5.23 

5.29 

5.57 

2.3% 

Large  Industrial 

3.43 

3.53 

3.75 

3.86 

4.10 

2.3% 

General  Service 

4.29 

4.62 

4.88 

4.91 

5.11 

2.2% 

Average 

4.28 

4.57 

4.84 

4.88 

5.10 

2.2% 

Residential/Farm 

4.66 

4.91 

5.23 

5.29 

5.57 

2.3% 

Large  Industrial 

3.08 

3.40 

3.60 

3.72 

3.94 

3.2% 

General  Service 

4.00 

4.34 

4.57 

4.60 

4.77 

2.2% 

Average 

3.75 

4.05 

4.28 

4.35 

4.55 

2.5% 

TransAlta 


Industrial,  GenenI  Service  and  Average  wholesale  costs  among  the  utilities  are  not  directly  comparable  on  a  cents/kWh 
t>asis  due  to  variations  in  load  factor. 


Retail  Rates  (cents/kWh) 
Alberta  Power 


Residential 

9.32 

9.85 

10.47 

10.85 

11.48 

2.6% 

Industrial 

3.44 

3.79 

4.02 

4.15 

4.40 

3.1% 

Commercial 

6.03 

6.00 

6.36 

6.60 

6.94 

1.8% 

Average 

4.87 

5.05 

5.35 

5.51 

5.81 

2.2% 

f 

Residential 

7.52 

7.94 

8.44 

8.70 

9.19 

2.5% 

Industrial 

3.61 

3.73 

3.96 

4.07 

4.33 

2.3% 

Commercial 

6.21 

6.67 

7.05 

7.21 

7.55 

2.5% 

Average 

6.11 

6.52 

6.90 

7.07 

7.43 

2.5% 

Residential 

9.32 

9.85 

10.47 

10.85 

11.48 

2.6% 

Industrial 

3.24 

3.57 

3.78 

3.91 

4.15 

3.1% 

Commercial 

6.16 

6.63 

6.99 

7.18 

7.50 

2.5% 

Average 

4.86 

5.24 

5.54 

5.68 

5.97 

2.6% 

TransAlta 


The  retail  electricity  rates  shown  above  are  not  comparable  among  the  utilities  due  to  differences  in  load  factor,  rate  design, 
customer  mix  and  customer  contribution  policies. 

Transfers  (mlUionsS) 

Alberta  Power  ($118)  ($134)  ($133)  ($150)  ($190) 

Edmonton  Power  ($26)  ($19)  ($92)  ($89)  ($68) 

TransAlta  $144  $153  $225  $239  $259 


The  forecasts  involve  a  number  of  assumptions  and  are  intended  to  only  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assumed  to  be  included  in  rate  base  in  1995  underthe  mid>EUPC  forecast  and  1999  under  the  low-EUPC  forecast.  Examples  of 
other  assumptions  include  the  inflation  rate  (3  percent),  the  costs  of  new  facilities,  fuel  prices  and  the  allocation  of  load  growth  among  the  utilities' 
service  areas.  Representative  downstream  costs  for  each  customer  class  were  estimated  for  1 992  and  then  held  constant  in  real  terms  over  the 
forecast  period. 
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Source:  Alberta  Department  of  Energy 


Table  4.3 

Forecast  Generation  &  Transmission  Costs  for  Each  Utility  After  Equalization  through  EEMA 
-  1991  EUPC  Low  Forecast 


Average 
Annual 

1992  1994  1996  1998  2000       %  Increase 

(all  figures  are  expressed  in  nominal  terms) 

WplessUe  Costi  b^^^^ 


Alberta  Power 


Residential/Farm 

4.66 

5.03 

5.10 

5.13 

5.64 

2,4% 

Large  Industrial 

3.27 

3.59 

3.69 

3.73 

4.03 

2.6% 

General  Sen/ice 

3.92 

4.33 

4.40 

4.43 

4.72 

2.3% 

Average 

3.75 

4.11 

4.19 

4.23 

4.55 

2.4% 

Edmonton  Power 

Residential/Farm 

4.66 

5.03 

5.10 

5.13 

5.64 

2.4% 

Large  Industrial 

3.43 

3.62 

3.68 

3.74 

4.04 

2.1% 

General  Service 

4.29 

4.76 

4.81 

4.83 

5.20 

2.4% 

Average 

4.28 

4.70 

4.75 

4.78 

5.17 

2.4% 

TransAlta 

Residential/Farm 

4.66 

5.03 

5.10 

5.13 

5.64 

2.4% 

Large  Industrial 

3.08 

3.43 

3.52 

3.57 

3.84 

2.8% 

General  Service 

4.00 

4.45 

4.48 

4.49 

4.78 

2.2% 

Average 

3.75 

4.14 

4.20 

4.24 

4.56 

2.5% 

Industrial.  GenermI  S0rvice  and  Average  wholesale  costs  among  the  utilities  are  not  directly  comparable  on  a  cents/kWh 
basis  due  to  variations  in  load  factor. 


Retail  Rates  (cents/kWh) 
Alberta  Power 


Residential 

9.32 

9.98 

10.35 

10.69 

11.54 

2.7% 

Industrial 

3.44 

3.78 

3.88 

3.94 

4.25 

2.7% 

Commercial 

6.03 

6.57 

6.77 

6.95 

7.39 

2.6% 

Average 

4.87 

5.30 

5.45 

5.56 

5.97 

2.6% 

r 

Residential 

7.52 

8.06 

8.32 

8.54 

9.26 

2.6% 

industrial 

3.61 

3.81 

3.88 

3.95 

4.27 

2.1% 

Commercial 

6.21 

6.81 

6.98 

7.13 

7.64 

2.6% 

Average 

6.11 

6.64 

6.82 

6.97 

7.50 

2.6% 

Residential 

9.32 

9.98 

10.35 

10.69 

11.54 

2.7% 

Industrial 

3.24 

3.60 

3.70 

3.76 

4.05 

2.8% 

Commercial 

6.16 

6.74 

6.90 

7.06 

7.51 

2.5% 

Average 

4.86 

5.33 

5.46 

5.57 

5.97 

2.6% 

TransAlta 


The  retail  electricity  rates  shown  above  are  not  comparable  among  the  utilities  due  to  differences  in  load  factor,  rate  design, 
customer  mix  and  customer  contribution  policies. 


Transfers  (mtllionsS) 

Alberta  Power  ($118)  ($139)  ($155)  ($160)  ($138) 

Edmonton  Power  ($26)               $1  $12  $10  ($118) 

TransAlta  $144  $137  $143  $150  $255 


The  forecasts  involve  a  number  of  assumptions  and  are  intended  to  only  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assumed  to  be  included  in  rate  base  in  1995  under  the  mid  EUPC  forecast  and  1999  under  the  low^UPC  forecast.  Examples  of 
other  assumptions  include  the  inflation  rate  (3  percent),  the  costs  of  new  facilities,  fuel  prices  and  the  allocation  of  load  growth  among  the  utilities' 
service  areas.  Representative  downstrecun  costs  for  each  customer  class  were  estimated  for  1 992  and  then  held  constant  in  real  terms  over  the 
forecast  period. 
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Source:  Alberta  Department  of  Energy 


The  Panel  examined  the  implications  of  various  proposals  using  the  Department  of 
Energy's  model  and  the  base  case  outlined  above.  These  included  the  various  versions 
of  "capping"  proposed  by  TransAlta,  the  City  of  Calgary  and  IPCAA. 

The  Panel  agrees  that  each  of  these  approaches  has  some  desirable  features.  For 
example,  as  noted  earlier,  there  are  unlikely  to  be  any  additional  large-scale  generating 
units  over  the  next  decade  beyond  the  units  already  approved.  Consequently,  EEMA 
is  not  required  specifically  to  accommodate  new  capacity.  However,  based  on  its 
evaluations,  the  Panel  cannot  accept  that  any  of  the  proposed  approaches  would  be  the 
best  way  of  alleviating  the  concerns  of  the  existing  program,  as  outlined  in  Section  3, 
while  still  ensuring  that  rate  disparities  do  not  reach  unacceptable  levels.  With  a 
number  of  these  proposals,  the  rate  disparities  between  TransAlta  and  Alberta  Power 
and  between  TransAlta  and  Edmonton  Power  would  grow  quite  rapidly. 

The  Panel  also  examined  the  various  proposals  for  disparity  tests,  safety  nets  and 
periodic  reviews  that  were  suggested  as  a  means  of  correcting  any  significant  disparities 
that  may  arise.  In  most  cases,  these  modifications  would  add  considerable  complexity, 
cost  and  unpredictability. 

While  the  Panel  accepts  that  the  phase-out  of  EEMA  might  increase  accountability 
under  certain  circumstances,  it  is  of  the  view  that  the  greatest  potential  for  efficiency 
gains  is  through  general  modifications  to  the  overall  regulatory  system  rather  than 
through  EEMA.  As  noted  in  Section  5,  these  general  regulatory  modifications  might 
broaden  the  planning  process,  place  greater  reliance  on  contractual  relationships,  allow 
for  a  "competitive  fringe"  in  the  generation  of  electricity  and  involve  new  types  of 
incentive  regulation. 

Other  alternatives  to  the  current  EEMA  process  examined  by  the  Panel  included  various 
combinations  of  government  contributions  out  of  general  revenues  and  levies  on 
nameplate  generating  capacity  to  finance  the  differences  in  generation  and  transmission 
costs,  and  the  reinstatement  of  the  provincial  income  tax  rebates.  These  were  eventually 
excluded  because  of  the  ramifications  for  rate  disparities,  the  additional  burdens  on 
taxpayers,  the  administrative  complexities  and  the  effects  on  incentives. 

After  evaluating  many  options  and  combinations,  the  Panel  believes  the  best  approach 
involves  the  following  elements.  The  first  entails  an  approach  to  equalization  of 
wholesale  costs,  but  not  full  equalization.  Specifically,  the  Panel  recommends  that: 

The  EEMA  pricing  formula  should  be  adjusted  so  that  a  utility  would  receive 
transfer  payments  only  when  its  PUB-approved  generation  and  transmission  costs 
exceed  the  average  of  such  costs  by  6  per  cent  or  more.  The  transfers,  when  made, 
would  be  limited  to  those  necessary  to  reduce  the  utilities'  generation  and 
transmission  costs  to  6  per  cent  above  the  average. 

The  Panel  believes  the  main  advantages  associated  with  this  partial  equalization 
approach  include  the  following: 
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•  Prevent  the  development  of  unacceptable  retail  rate  disparities. 

•  Recognize  the  unfairness  of  making  substantial  changes  in  electricity  rates  through 
policy  changes  after  investments  are  made. 

•  To  a  degree,  address  the  perception  problem  of  transfers  made  from  areas  with 
higher  retail  rates  to  those  with  lower  retail  rates. 

•  Maintain  the  ability  to  use  EEMA  as  a  vehicle  to  equalize  tax  costs,  import  costs, 
export  benefits  and  any  future  costs  related  to  province-wide  environmental  or  other 
such  programs. 

•  Be  simple  and  inexpensive  to  administer. 

•  Results  would  be  predictable. 

The  disparities  caused  by  the  exemption  of  the  municipally  owned  utilities  from 
Provincial  and  Federal  income  taxes  is  a  matter  of  concern  to  the  consumers  in  the 
service  areas  of  the  investor-owned  utilities.  Further,  unequal  tax  treatment  violates 
fairness  principles,  distorts  investment  decisions,  and  may  impair  the  development  of 
private  alternatives  such  as  non-utility  generation  in  meeting  ftiture  requirements. 

While  the  current  equalization  program  spreads  the  provincial  income  taxes  and  the  non- 
rebated  portion  of  the  federal  income  taxes  on  generation  and  transmission  earnings  to 
all  utilities  and  customers,  the  taxes  borne  by  the  shareholder-owned  distribution  systems 
are  not  equalized.  The  Panel  believes  that  all  provincial  and  non-rebated  federal 
income  taxes  should  be  shared  and  reconraiends  that: 

All  provincial  and  non-rebated  federal  income  taxes  related  to  generation, 
transmission  and  distribution  activities  of  the  investor-owned  utilities  be  fulh 
equalized  through  the  EEMA  process. 

The  impact  of  this  proposal  is  rather  minor,  both  on  the  total  amount  of  the  transfers 
and  on  wholesale  and  retail  rates.  Nevertheless,  it  is  important  from  the  viewpoint  of 
perceived  fairness. 

It  is  the  view  of  the  Panel  that  the  costs  and  benefits  arising  from  electricity  imports 
and/or  exports  should  be  shared  fairly  by  all  Alberta  electricity  consumers.  Specifically, 
the  Panel  recommends  that: 

All  costs  and  revenues  related  to  electricity  imports  to,  and  exports  from,  the  AIS  be 
pooled  and  fully  equalized  through  the  EEMA  process. 

The  estimated  effect  of  the  three  previous  recommendations  is  shown  in  Table  4.4  for 
the  EUPC  mid  forecast  and  in  Table  4.5  for  the  low  forecast.  Comparing  these  results 
with  those  in  Tables  4.2  and  4.3  shows  that  the  impact  on  wholesale  and  retail  rates  is 
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relatively  modest.  Under  the  mid  forecast,  there  would  a  decrease  in  retail  rates  in  the 
order  of  one-seventh  of  a  cent/kWh  in  the  case  of  Trans Alta  customers,  and  an  increase 
in  the  order  of  one-fifth  of  a  cent/kWh  for  Alberta  Power  and  one-third  of  a  cent/kWh 
for  Edmonton  Power  customers.  The  impact  is  similar  under  the  low  forecast  with  the 
exception  that  there  would  be  very  little  change  in  Edmonton  Power's  rates  from  1995 
to  1998. 

In  the  mid  forecast  case,  the  annual  transfers  by  TransAlta's  service  area  would  decrease 
by  an  average  of  $44  million  over  the  period  to  the  year  2000,  and  by  an  average  of  $33 
million  in  the  low  case.  The  transfers  to  Alberta  Power's  service  area  would  decline  by 
an  average  of  $19  million  in  the  mid  case  and  $17  milUon  in  the  low  case.  The  average 
reduction  in  the  transfers  to  Edmonton  Power's  service  area  is  between  $16  million  and 
$25  million,  depending  on  the  case. 

The  Panel  has  a  number  of  other  recommendations  which  cannot  be  illustrated  in 
quantitative  terms,  but  which  it  believes  would  bring  further  benefits  to  Alberta.  These 
reconmiendations  are  listed  below. 

It  is  the  view  of  the  Panel  that  capping  the  federal  income  tax  rebates  clearly 
discriminates  against  Albertans  and  that  fairness  would  dictate  the  full  reinstatement  of 
the  rebates.  The  Panel  recommends  that: 

The  Government  of  Alberta  continue  to  request  the  federal  government  to  remove  the 
capping  of  the  federal  income  tax  rebate  since  it  discriminates  against  Albertans. 

The  Panel  recognizes  that  in  the  future  there  may  be  mandated  programs  relating  to  the 
environment  or  other  matters  which  are  for  the  benefit  of  the  province,  that  could  result 
in  substantial  costs  to  one  or  more  of  the  utilities.  The  Panel  recommends  that: 

Costs  imposed  upon  any  of  the  utilities  by  new,  province-wide,  government-imposed 
programs,  such  as  those  for  environmental  purposes,  and  costs  of  other  programs  at  the 
discretion  of  the  Minister  of  Energy,  should  be  pooled  and  fully  equalized  through  the 
EEMA  process. 

The  Panel  notes  several  modifications  suggested  in  the  written  submissions  to  fine-tune 
the  existing  EEMA  program.  These  include  placing  Cities  Compensation^  under  the 
jurisdiction  of  the  PUB,  moving  to  one  consumer  group  and  re-evaluating  the  EEMA 
adjustment  process.  The  Panel  recommends  that: 


The  Cities  of  Calgary,  Red  Deer  and  Lethbridge  own  transmission  facilities  with  a  current  annual 
cost  of  service  of  approximately  $34  million.  Since  these  costs  are  not  under  the  jurisdiction  of 
the  PUB,  they  are  reviewed  by  the  Department  of  Energy.  Payments  for  these  transmission 
facilities  are  made  to  the  Cities  of  Calgary,  Red  Deer  and  Lethbridge  so  that  the  costs  can  be 
included  in  the  EEMA  pooling  process. 
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Table  4.4 

Forecast  Generation  &  Transmission  Costs  After  Implementation  of  the  Panel's  Recommendations 
-  1991  EUPC  Mid  Forecast 


1992  1994  1996  1998 

(all  figures  are  expressed  in  nominal  terms) 

Alberta  Power 


TransAlta 


2000 


Average 
Annual 
%  Increase 


Residential/Farm 

4.66 

5.19 

5.53 

5.59 

5.89 

3.0% 

Large  Industrial 

3.27 

3.81 

4.05 

4.17 

4.42 

3.8% 

General  Service 

3.92 

3.99 

4.23 

4.32 

4.52 

1.8% 

Average 

3.75 

4.08 

4.33 

4.42 

4.65 

2.7% 

Power 

Residential/Farm 

4.66 

5.19 

5.53 

5.59 

5.89 

3.0% 

Large  Industrial 

3.43 

3.73 

3.97 

4.08 

4.34 

3.0% 

General  Service 

4.29 

4.88 

5.15 

5.19 

5.40 

2.9% 

Average 

4.28 

4.83 

5.11 

5.16 

5.39 

2.9% 

Residential/Farm 

4.66 

4.75 

5.06 

5.12 

5.40 

1.9% 

Large  IrKlustrial 

3.08 

3.31 

3.51 

3.63 

3.84 

2.8% 

General  Service 

4.00 

4.17 

4.39 

4.42 

4.58 

1.7% 

Average 

3.75 

3.92 

4.14 

4.20 

4.40 

2.0% 

Industrial.  GenenI  Service  and  Average  wholesale  costs  among  the  utilities  are  not  directly  comparable  on  a  cents/kWh 
basis  due  to  variations  in  load  factor. 

Retail  Rates  (cents/kWh) 
Alberta  Power 


Edmonton  Power 


Residential 

9.32 

10.02 

10.64 

11.00 

11.62 

2.8% 

Industrial 

3.44 

3.99 

4.23 

4.37 

4.63 

3.8% 

Commercial 

6.03 

6.18 

6.56 

6.79 

7.13 

2.1% 

Average 

4.87 

5.24 

5.55 

5.71 

6.01 

2.7% 

r 

Residential 

7.52 

8.33 

8.87 

9.16 

9.69 

3.2% 

Industrial 

3.61 

3.94 

4.18 

4.31 

4.58 

3.0% 

Commercial 

6.21 

7.00 

7.41 

7.59 

7.96 

3.1% 

Average 

6.11 

6.85 

7.26 

7.45 

7.84 

3.2% 

Residential 

9.32 

9.68 

10.29 

10.67 

11.28 

2.4% 

Industrial 

3.24 

3.49 

3.69 

3.82 

4.05 

2.8% 

Commercial 

6.16 

6.45 

6.80 

6.98 

7.30 

2.1% 

Average 

4.86 

5.10 

5.39 

5.53 

5.81 

2.2% 

TransAlta 


The  retail  electricity  rates  shown  above  are  not  comparable  among  the  utilities  due  to  differences  in  load  factor,  rate  design, 
customer  mix  and  customer  contribution  policies. 


Transfers  (millionsS) 

Alberta  Power 
Edmonton  Power 
TransAlta 


($118) 
($26) 
$144 


($118) 
$2 
$116 


($114) 
($68) 
$182 


($130) 
($63) 
$193 


($168) 
($39) 
$207 


The  forecasts  involve  a  number  of  assumptions  and  are  intended  to  only  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assunwd  to  be  included  in  rate  base  in  1995  under  the  mid  EUPC  forecast  and  1999  under  the  low  EUPC  forecast.  Examples  of 
other  assumptions  include  the  inflation  rate  (3  percent),  the  costs  of  new  facilities,  fuel  prices  and  the  allocation  of  load  growth  among  the  utilities' 
service  areas.  Representative  downstream  costs  for  each  customer  class  were  estimated  for  1 992  and  then  held  constant  in  real  terms  over  the 
forecast  period. 

Source:  Alberta  Department  of  Energy 
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Table  4.5 

Forecast  Generation  &  Transmission  Costs  After  Implementation  of  the  Panel's  Recommendations 
-  1991  EUPC  Low  Forecast 


Average 
Annual 

1992  1994  1996  1998  2000       %  Increase 

(all  figures  are  expressed  In  nominal  terms) 
Wholesale  Costs  by  EEMA  Consumer  Group  (cents/kWh) 


Alberta  Power 


Residential/Farm 

4.66 

5.32 

5.39 

5.42 

5.96 

3.1% 

Large  Industrial 

3.27 

3.80 

3.90 

3.95 

4.26 

3.4% 

General  Service 

3.92 

4.58 

4.65 

4.69 

4.99 

3.1% 

Average 

3.75 

4.34 

4.43 

4.47 

4.82 

3.2% 

Edmonton  Power 

Residential/Farm 

4.66 

5.28 

5.16 

5.19 

5.96 

3.1% 

Large  Industrial 

3.43 

3.79 

3.72 

3.78 

4.28 

2.8% 

General  Service 

4.29 

4.99 

4.86 

4.88 

5.49 

3.1% 

Average 

4.28 

4.93 

4.80 

4.83 

5.47 

3.1% 

TransAlta 

Residential/Farm 

4.66 

4.89 

5.01 

5.04 

5.46 

2.0% 

Large  Industrial 

3.08 

3.35 

3.44 

3.49 

3.75 

2.5% 

General  Sen/ice 

4.00 

4.28 

4.38 

4.39 

4.58 

1.7% 

Average 

3.75 

4.01 

4.12 

4.15 

4.40 

2.0% 

Industrial.  GenermI  Service  and  Average  wholesale  costs  among  the  utilities  are  not  directly  comparable  on  a  cents/kWh 
basis  due  to  variations  in  load  factor. 


(^tiil  Rates  <c^ts/lcWh) 
Alberta  Power 


Residential 

9.32 

10.18 

10.54 

10.88 

11.75 

2.9% 

Industrial 

3.44 

3.98 

4.09 

4.15 

4.47 

3.3% 

Commercial 

6.03 

6.79 

6.99 

7.16 

7.62 

3.0% 

Average 

4.87 

5.51 

5.66 

5.77 

6.20 

3.1% 

r 

Residential 

7.52 

8.41 

8.49 

8.73 

9.73 

3.3% 

Industrial 

3.61 

3.99 

3.93 

4.01 

4.52 

2.8% 

Commercial 

6.21 

7.10 

7.11 

7.27 

8.04 

3.3% 

Average 

6.11 

6.94 

6.95 

7.11 

7.90 

3.3% 

Residential 

9.32 

9.81 

10.24 

10.58 

11.33 

2.5% 

Industrial 

3.24 

3.52 

3.63 

3.68 

3.95 

2.5% 

Commercial 

6.16 

6.56 

6.79 

6.95 

7.29 

2.1% 

Average 

4.86 

5.19 

5.37 

5.47 

5.81 

2.2% 

TransAlta 


The  retail  electricity  rates  shown  above  are  not  comparable  among  the  utilities  due  to  differences  in  load  factor,  rate  design, 
customer  mix  and  customer  contribution  policies. 


Transfers  (millionsS) 

Alberta  Power  ($118)  ($122)  ($138)  ($143)  ($119) 

Edmonton  Power  ($26)  $20  $20  $20  ($90) 

TransAlta  $144  $102  $118  $123  $209 


The  forecasts  involve  a  number  of  assumptions  and  are  intended  to  only  provide  an  indication  of  the  expected  trends.  For  example,  the  second 
Genesee  unit  is  assumed  to  be  included  in  rate  base  in  1 995  under  the  mid  EUPC  forecast  and  1 999  under  the  low  EUPC  forecast.  Exfunples  of 
other  assumptions  include  the  inflation  rate  (3  percent),  the  costs  of  new  fecilities,  fuel  prices  and  the  allocation  of  load  growth  among  the  utilities' 
service  areas.  Representative  downstream  costs  for  each  customer  class  were  estimated  for  1 992  and  then  held  constant  in  real  terms  over  the 
forecast  period. 
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Source:  Alberta  Department  of  Energy 


The  Department  of  Energy  review  and  determine  the  merits  of  these  suggestions  to  fine- 
tune  the  EEMA  process. 

As  noted  previously,  enhanced  efficiency  is  a  very  important  objective  for  the  years 
ahead.  A  key  element  concerns  the  selection  and  timing  of  facilities,  and  the  use  of 
Demand  Side  Management  initiatives  so  that  overall  system  costs  are  minimized.  Many 
of  these  decisions  are  reviewed  by  the  ERCB  and  PUB  and  are  therefore  somewhat 
peripheral  to  the  operation  of  EEMA.  As  such,  the  Panel  recommends  that: 

The  Department  of  Energy,  in  its  review  of  the  regulation  of  the  electric  energy 
industry,  should  give  consideration  to  the  obsen^ations  of  the  Panel  given  in  Section 
5  of  this  report. 

The  Panel  believes  that  greater  efforts  could  be  made  by  the  utilities  to  reduce  the  rate 
disparities  between  the  municipal  and  investor-owned  utilities.  As  shown  in  the 
"Historical  Comparison  of  Retail  Electricity  Bills  in  Alberta,"  prepared  by  the  Electricity 
Retail  Bill  Comparisons  Technical  Conmiittee,  residential  electricity  bills  for  the 
municipal  utilities  are  lower  than  those  for  the  investor-owned  utilities,  and  the  general 
service  electricity  bills  are,  on  average,  higher.  The  City  of  Edmonton  indicated  during 
the  EEMA  Review  Hearings  that  it  is  taking  steps  to  reduce  the  rate  disparities.  The 
Panel  recommends  that: 

Alberta's  electric  utilities  should  place  greater  emphasis  on  reducing  retail  rate  disparities 
among  the  utilities  when  setting  their  electricity  rates. 

There  is  the  potential  for  significant  changes  in  the  structure  and  functioning  of  Alberta's 
electric  industry  as  a  result  of  the  technological  and  economic  factors  noted  previously, 
and  as  a  result  of  probable  changes  in  the  regulatory  system  subsequent  to  the  review 
currently  being  undertaken  by  the  Department  of  Energy.  Many  of  the  implications  of 
these  and  other  changes  might  not  be  presently  foreseeable,  and  will  only  become  clear 
after  some  period  of  time.  For  this  reason,  the  Panel  recommends  that: 

The  appropriateness  and  functioning  of  EEMA  be  reviewed  as  warranted  by  substantive 
changes  in  the  regulatory  system,  structure  of  the  industry,  or  related  government  policies, 
but  at  least  within  the  next  10  years. 
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5.  OTHER  ISSUES 


5.1  VIEWS  OF  THOSE  MAKING  SUBMISSIONS 


5.1.1  ALBERTA  POWER  SERVICE  AREA 
Utilities 

Alberta  Power  stated  that  many  of  the  issues  raised  regarding  EEMA,  including  the 
effects  on  accountability,  the  planning  of  future  facilities,  and  the  incorporating  of  the 
most  effective  options,  are  associated  with  the  entire  regulatory  structure  of  the  electric 
industry  in  Alberta  rather  than  just  EEMA. 

Alberta  Power  argued  that  the  regulatory  framework  in  Alberta  should  satisfy  four 
requirements: 

•  Equal  access  to  electricity  at  equivalent  cost. 

•  Responsible,  competitive  development  of  the  facilities  needed  to  meet  customer 
demand. 

•  Integrated  planning  and  operation  of  Alberta's  system. 

•  Integrated  and  effective  regulation. 

Alberta  Power  recommended  the  creation  of  a  small  non-profit  "service  company"  that 
would  be  responsible  for  planning,  contracting  the  purchase  of  wholesale  power  and 
supply  of  power  under  EEMA,  and  coordinating  the  economic  dispatch  on  the  system. 
The  owners  of  generation  and  transmission  facilities  would  negotiate  cost-of-service 
contracts  with  the  service  company  to  supply  capacity  to  the  grid.  New  generation  would 
be  determined  through  competitive  contracts.  Wholesale  customers  would  purchase 
electricity  at  a  price  similar  to  the  current  cost  out  of  EEMA. 

Cities  and  Towns 

The  Town  of  Slave  Lake  submitted  that  there  is  a  need  to  avoid  excess  power  generating 
capacity  being  built.  This  could  be  accomplished  by  having  the  ERCB  carefully 
scrutinize  proposed  new  power  developments.  It  stated  that  economies  of  scale  in  power 
generation  should  be  sought  by  utilizing  partnership  arrangements  between  power 
companies. 
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Industrial  Enterprises 


Canadian  Hunter  suggested  that  regulators  should  examine  the  possibility  of  incentive 
regulation  for  utilities,  whereby  motivation  for  improved  utility  performance  is 
established  in  a  way  that  leads  to  benefits  for  both  shareholders  and  ratepayers. 
Canadian  Hunter  also  submitted  that  there  should  be  more  focus  on  the  overall  level  of 
costs,  particularly  the  utilities'  rate  of  return  on  equity,  rather  than  on  the  distribution 
of  costs. 

Daishowa  Canada  submitted  that  excess  generating  capacity  from  resource-based 
industry  should  play  a  significant  role  in  meeting  Alberta's  future  electricity 
requirements. 

Others 

The  Action  North  Committee  submitted  that  Alberta's  electric  utilities  earn  an  excessive 
return  on  equity,  and  that  natural  gas  turbines  and  wind  turbines  should  be  considered 
for  Alberta's  future  generating  capacity. 

The  Joint  Municipal  Intervention  submitted  that  applications  for  new  generating  plants 
should  be  subject  to  joint  review  and  recommendations  of  the  ERCB  and  PUB,  and  in 
the  interest  of  economic  supply,  new  participants  should  be  encouraged  to  apply  to 
construct  any  additional  plants  required.  It  stated  that  cogeneration  should  be 
encouraged  but  not  subsidized  by  Alberta  taxpayers,  and  that  a  clear  strategy  regarding 
industries  that  use  large  quantities  of  electricity  needs  to  be  enunciated  by  the 
Government  of  Alberta.  It  also  advocated  that  in  order  to  minimize  sharp  rate  increases 
that  occur  when  new  generation  is  commissioned,  construction  work  in  progress  should 
be  permitted  in  the  rate  base,  provided  that  new  generation  plants  are  subjected  to  joint 
ERCB/PUB  review. 

NADC  stated  that  the  province  should  undertake  a  comprehensive  evaluation  of  the 
electric  energy  system  before  significant  changes  are  made  to  EEMA.  It  also 
reconmiended  that  province-wide  systems  planning  be  conducted  by  the  utilities  and  that 
market-oriented  mechanisms  be  developed  to  ensure  that  each  utility  is  fully 
accountable. 

The  Peace  River  Board  of  Trade  suggested  that  it  is  timely  to  review  the  entire  industry 
to  determine  if  the  structure  provides  for  the  lowest  possible  electricity  costs. 

The  Silver  Valley  REA  and  Spirit  River  School  Division  No.  47  suggested  that  Alberta's 
electric  utilities  be  limited  to  providing  either  generation,  transmission  or  distribution 
service  in  order  to  increase  competition. 
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5.1.2  EDMONTON  POWER  SERVICE  AREA 


City  of  Edmonton 

The  City  of  Edmonton  suggested  that  the  Government  of  Alberta  should  consider 
creating  a  separate  electric  transmission  company.  The  company,  as  proposed  by  the 
City  of  Edmonton,  would  purchase  electricity  from  the  existing  generating  units  and  then 
sell  this  electricity  to  the  distribution  systems.  Additional  generating  capacity  would  be 
acquired  on  competitive  basis.  The  Government  of  Alberta  would  initially  purchase  the 
transmission  facilities  in  Alberta,  then  privatize  the  shares  at  a  later  date.  The  owners 
of  the  generation  and  distribution  facilities,  however,  would  not  be  allowed  to  own 
shares. 

The  City  of  Edmonton  outlined  a  number  of  benefits  to  this  approach,  including 
increased  competition  between  the  utilities  to  supply  electricity  and  reduced  barriers  to 
non-utility  generators. 

Others 

The  Edmonton  Chamber  of  Commerce  stated  that  the  Government  of  Alberta  should 
encourage  as  much  competition  as  possible  in  Alberta's  electric  industry. 

5.1.3  TRANSALTA  SERVICE  AREA 
Utilities 

TransAlta  and  the  City  of  Calgary  did  not  provide  any  views  on  other  issues  in  their 
submissions.  However,  during  the  public  hearings  TransAlta  indicated  that  it  is  currently 
in  the  process  of  reviewing  the  evolving  competitive  market  for  generation  in  Alberta. 
TransAlta  is  proposing  a  PUB  hearing  to  review  matters  such  as  transmission  access, 
unbundling  of  electric  services  and  various  standby  electricity  rates. 

The  City  of  Lethbridge  stated  that  the  "Alberta  Hydro"  option  would  be  an  acceptable 
structure  since  it  would  reduce  overall  costs  due  to  the  lower  rate  of  return.  Under  this 
option,  the  Government  of  Alberta  would  control  all  generation  and  transmission  in 
Alberta,  similar  to  the  Crown-owned  electric  utilities  in  other  provinces.  However,  the 
City  of  Lethbridge  would  prefer  a  competitive  system  with  multiple  buyers  and  sellers 
which  would  open  up  transmission  to  common  carrier  status. 

The  City  of  Red  Deer  stated  that  there  may  be  some  efficiencies  to  be  gained  through 
a  merger  of  the  generation  and  transmission  utilities.  This  could  be  through  common 
management,  engineering  and  operation,  or  through  one  utility  buying  out  the  others. 
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Cities  and  Towns 

The  majority  of  the  cities  and  towns  in  TransAlta's  service  area  did  not  directly  address 
other  issues. 

The  Town  of  Hinton  recommended  that  the  viability  of  new  power  projects  be  proven 
before  they  receive  approval  for  construction. 

Industrial  Enterprises 

DuPont  Canada  Incorporated  submitted  that  Alberta  needs  a  process  that  rewards  the 
electric  utilities  for  providing  electricity  at  rates  that  are  competitive  with  the  rest  of  the 
world. 

Imperial  Oil,  Amoco  Canada  and  others  contended  that  a  regulatory  framework  for 
Alberta's  electric  industry,  that  rewards  utility  efficiency  and  ensures  fair  competition, 
is  more  consistent  with  the  realities  of  the  marketplace. 

Millar  Western  recommended  separate  electricity  rates  for  generation,  transmission  and 
standby  electricity,  to  encourage  industrial  consumers  to  make  the  best  decisions 
regarding  electricity  supply. 

Renaissance  Energy  Limited  submitted  that  electricity  consumers  should  be  allowed  to 
purchase  electricity  from  the  utility  of  their  choice. 

Stelco  Steel  recommended  deregulating  Alberta's  electric  industry  to  allow  industrial 
customers  to  negotiate  directly  with  any  electricity  suppliers.  It  also  recommended  that 
a  tariff  system,  similar  to  that  of  gas  transmission,  be  developed  to  move  electricity  to 
the  industrial  customers. 

Weldwood  stated  that  a  synergy  has  to  be  established  between  the  ERCB,  PUB  and 
EEMA.  For  example,  Weldwood  stated  the  PUB  has  to  apply  criteria  that  is  estabHshed 
by  the  other  regulatory  bodies  or  agencies,  such  as  the  reliability  criteria  set  by  the 
EUPC. 

Others 

The  Alberta  Irrigation  Projects  Association  (AIPA)  indicated  that  from  1982  to  1986, 
TransAlta  encouraged  electric  irrigation  since  the  summer  demand  would  be  off-peak 
and  therefore  not  require  new  generation  and  transmission  facilities.  AIPA  stated  that 
during  this  period  the  irrigation  farmers  invested  in  electric  irrigation  equipment  and 
TransAlta  invested  in  new  distribution  facilities.  By  1990,  however,  there  was  a  change 
in  the  method  of  allocating  generation  and  transmission  costs  which  resulted  in  large 
increases  to  the  irrigation  rates.  AIPA  suggested  that  irrigation  rates  may  increase  up 
to  70  per  cent  as  a  result  of  recent  regulatory  decisions. 
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An  individual  irrigation  farmer  also  expressed  concern  over  the  change  in  the  method 
of  allocating  generation  and  transmission  costs  and  the  resulting  impact  on  irrigation 
rates.  He  recommended  that  irrigation  rates  be  restructured  to  reduce  the  impact.  He 
also  suggested  reinstatement  of  the  provincial  income  tax  rebate. 

The  Canadian  Institute  of  Resources  Law  argued  that  EEMA  should  be  reviewed  only 
in  its  wider  energy  and  social  context.  It  suggested  that  the  electric  industry  of  the  future 
include  more  decentralization  and  small-scale  generation  that  is  supportive  of  a 
sustainable  energy  policy.  It  argued  that  decentralized  systems  tend  to  be  more  resilient 
and  cillow  for  the  use  of  more  smaller  scale  generation  sources  which,  in  turn,  lead  to 
the  use  of  more  renewable,  environmentally  benign,  resources. 

Improvement  District  No.  20  argued  that  the  problems  with  Alberta's  electric  industry 
are  largely  due  to  the  approval  of  excess  generating  capacity. 

The  Industrial  Associations  of  Southern  Alberta  and  the  Palliser  Distillers  proposed  a 
more  competitive  system  in  which  electric  generating  facilities  supply  electricity  on  a 
least  cost  basis.  They  also  stated  that  suppliers  of  electricity  should  be  compensated  only 
for  generating  capacity  that  was  fully  utilized. 

The  Municipal  District  of  Clearwater  suggested  expanding  the  role  of  EEMA  to  include 
the  monitoring  of  Alberta's  electric  system  in  order  to  ensure  that  the  utiHty  companies 
are  efficient.  If  a  utility  company  did  not  cooperate  in  pursuing  efficiency,  its  service 
area  could  be  reduced  or  eliminated  and  given  to  a  more  cooperative  company. 

A  resident  of  the  City  of  Red  Deer  submitted  that  the  utilities  should  raise  electricity 
prices  to  more  accurately  reflect  the  environmental  costs  associated  with  electricity 
generation.  She  stated  that  utilities  should  also  become  more  involved  in  the  retail 
business  of  supplying  energy  saving  fixtures  and  appliances.  She  observed  that  the  State 
of  California  has  been  exploring  conservation  incentive  programs  which  operate  for  the 
benefit  of  both  the  public  and  energy  suppliers. 


5.1.4   PROVINCE  WIDE 


The  ACC  and  Proctor  &  Gamble  Cellulose,  submitted  that  EEMA  should  become  the 
mechanism  for  creating  a  free  market  for  power  production  which  responds  to  Alberta's 
overall  energy  and  environmental  needs  in  a  way  that  reduces  regional  rate  disparities. 
It  suggested  that  a  legislated  negotiation  process  should  be  established  to  give  all 
affected  parties  the  right  and  the  means  to  reach  a  consensus  on  new  EEMA  legislation. 

AEC  submitted  that  it  is  necessary  to  address  the  broader  issue  of  the  future  structure 
of  the  provincial  electric  power  industry.    It  recommended  the  encouragement  of 
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competitive  bidding  for  electric  power  contracts  supported  by  a  regulated  transmission 
system.  It  envisioned  the  establishment  of  a  production  and  distribution  system  similar 
to  that  which  currently  exists  for  natural  gas.  AEC  also  recommended  that  a  utility 
adding  new  generating  facilities  be  required  to  have  the  market  within  its  service  area 
or  jSrm  contracts  with  other  utilities  or  their  customers. 

The  Alberta  Federation  of  REAs  argued  that  the  allocation  of  costs  out  of  EEMA  to 
the  respective  rate  classes  affects  rate  equalization  since  TransAlta  and  Alberta  Power 
have  different  customer  mixes.  The  Federation  argued  that  the  current  method  is 
working  and  is  concerned  over  TransAlta's  proposal  to  change  the  current  method  of 
allocation.  The  Federation  also  proposed  that  the  allocation  of  the  income  tax  rebate 
to  customer  classes  be  placed  under  the  jurisdiction  of  the  PUB. 

Fording  Coal  recommended  legislative  recognition  of  one-system  planning  and  economic 
dispatch  of  the  AIS  to  ensure  these  principles  are  followed  in  the  future. 

IPCAA  contended  that  the  survival  and  prosperity  of  Alberta's  electricity  intensive 
industries  depend  on  the  encouragement  of  competitive  supply.  It  also  advocated 
comprehensive  resource  planning  and  regulatory  reform  for  the  Alberta  electric  system. 

The  Western  Wind  Industry  Network  of  Canada  ( WWINC)  submitted  that  the  mandate 
of  EEMA  should  be  expanded  to  include  the  load  forecasting  and  system  dispatch  on 
the  AIS;  determining  wheeling  rates;  providing  project  financing;  and,  authorizing  the 
construction  of  transmission  facilities.  WWINC  also  recommended  the  following: 

•  The  current  regulatory  process  should  be  streamlined  to  combine  EEMA  and  rate 
application  hearings. 

•  Environmental  costs  should  be  identified  and  included  in  electricity  rates. 


5.2  VIEWS  OF  THE  PANEL 

The  Panel  notes  that  these  issues  are  not  directly  related  to  its  terms  of  reference  and 
that  several  of  them  are  being  addressed  in  the  Review  of  the  Regulatory  Framework  for 
the  Electric  Industry,  currently  underway  by  the  Alberta  Department  of  Energy.  It  is  the 
Panel's  understanding  that  the  Department  of  Energy's  regulatory  review  is  dealing  with 
a  number  of  issues,  including  the  planning  process  in  Alberta,  plant  ownership  and 
contracts,  the  mandates  of  the  ERCB  and  PUB,  incentive  regulation,  competition  in 
providing  new  supply,  conservation  options,  and  industry  structure.  Accordingly,  the 
Panel  believes  it  is  more  appropriate  to  comment  on  these  issues  rather  than  to  make 
specific  recommendations. 
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The  Panel  agrees  that  one-system  planning  and  the  economic  dispatch  of  electricity  in 
Alberta  have  reduced  the  overall  costs  of  electricity  in  the  province.  The  Panel  endorses 
these  concepts  and  believes  that  they  should  continue  to  be  pursued  in  the  future. 
Additionally,  the  Panel  believes  there  could  be  merit  in  a  number  of  other  actions  and 
refers  them  to  the  Department's  regulatory  review  for  further  consideration.  They 
include  the  following: 

•  Facilitating  greater  involvement  of  interested  parties  in  the  utilities'  process  of  load 
forecasting.  This  may  reduce  the  risk  of  forecast  error. 

•  Undertaking  on  a  province-wide  basis  a  comprehensive  resource  planning  process 
that  integrates  the  potential  supply  from  the  utilities,  non-utility  generators  and 
imports.  The  Panel  believes  there  may  be  significant  economic  capacity  potential 
from  non-utility  generation. 

•  Devising  appropriate  incentives  and  regulations  to  encourage  the  utilities  to 
maximize  the  economic  potential  for  Demand  Side  Management.  While  the  industry 
is  to  be  commended  for  recent  programs  to  assist  consumers  in  saving  energy,  a 
number  of  additional  suggestions  for  implementing  DSM  initiatives  were  received  by 
the  Panel. 

•  Providing  closer  integration  of  the  regulatory  processes  of  the  ERCB  and  the  PUB 
to  ensure  that  consistent  criteria  are  applied  in  approving  the  timing  of  new  plants 
and  cost  recovery. 

•  Providing  a  competitive  bidding  mechanism  to  determine  which  facilities  are  added 
to  meet  or  reduce  load  requirements. 

•  Facilitating  contract  arrangements  between  potential  suppliers  and 
distributors/consumers  prior  to  approval  of  new  generating  facilities. 

•  Providing  access  to  Alberta's  electric  transmission  system  for  non-utility  generators. 
This  would  increase  competition  to  supply  wholesale  electricity  to  both  the  Alberta 
and  export  markets. 

•  Considering  alternatives  to  address  the  concerns  of  the  irrigation  farmers.  The  Panel 
believes  the  situation  of  the  irrigation  farmers,  as  a  result  of  recent  regulatory 
decisions,  is  similar  to  the  unfairness  discussed  in  Section  3.2  concerning  historical 
investment  decisions. 
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LIST  OF  REGISTRANTS  AND  SUBMISSIONS 
RECEIVED  FROM  NON-REGISTRANTS 
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CORRESPONDENCE  BETWEEN  ENERGY  MINISTER 
RICK  ORMAN  AND  DR.  GOVIER,  CHAIRMAN  OF  THE 
EEMA  REVIEW  PANEL,  FOLLOWING  SUBMISSION  OF 
THE  REPORT 
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September  15,  1992 


Dr.  George  Govier 

Govier  Consulting  Services  Ltd. 

1507  Cavanaugh  Place  N.W. 

Calgary,  Alberta 

T2L  0M8 

Dear  Dr.  Govier: 

I  would  like  to  thank  you  and  the  rest  of  the  Panel  Members 
for  the  Report,  "Review  of  Objectives  and  Implementation  of  the 
Electric  Energy  Marketing  Act."  I  appreciate  the  time  and  effort 
required  to  complete  the  Review  in  the  short  time-frame  requested. 

As  you  will  recall,  certain  matters  raised  during  the  EEMA 
review  were  related  to  the  Department  of  Energy's  ongoing 
Regulatory  Review.  In  particular,  I  understand  that  the 
submissions  to  the  Review  Panel  of  Alberta  Power,  Edmonton  Power 
and  TransAlta  made  some  reference  to  possible  future  structures  of 
Alberta's  electric  industry.  Additionally,  in  response  to  its 
discussion  paper,  "Regulatory  Framework  for  the  Electric  Power 
Industry,"  the  Department  has  now  received  separate  submissions  on 
the  subject  of  industry  structure  from  Alberta  Power  and  TransAlta. 
Also  the  City  of  Edmonton  is  considering  a  new  structure  for 
Edmonton  Power.     I  enclose  material  related  to  these  proposals. 

I  would  appreciate  it  if  the  Panel  could  respond  to  the 
following  question  in  order  to  assist  the  Government  in  its 
assessment  of  the  Panel's  recommendations: 

"Would  the  Panel  change  its  recommendation  in  any 
substantial  way,  and  if  so  in  what  respect,  if  one  of  the 
alternative  industry  structures  proposed  by  Alberta 
Power,  Edmonton  Power,  or  TransAlta  were  introduced?" 

Please  contact  me  to  discuss  this  further. 


Rick  Orman 
Minister  of  Energy 


SUMMARY  OF  AL  TERNA  TIVE  ELECTRIC  INDUSTRY  STRUCTURES 


Overview 


In  the  EEMA  Review,  Alberta  Power  Limited  (APL),  TransAlta  Utilities  (TAU)  and  Edmonton 
Power  (EP)  presented  the  following  possible  alternatives  to  the  current  structure  of  Alberta's 
electric  industry: 


APL    •   integrated  planning  through  a  non-profit  service  company  (Servco) 

•  wholesale  purchases  by  the  Servco  through  contracts  and  competitive  procurement 

•  equal  wholesale  rates  through  the  Servco 

TAU  •   planning  on  an  individual  utility  basis 

•  new  generation  through  contracts  and  competitive  procurement  by  the  individual 
utility 

•  capping  of  EEMA  transfer  payments 

EP     •   one-system  planning  continues  in  its  present  form 

•  wholesale  purchases  by  a  "transmission  company"  that  is  owned  by  a  single  entity 
-  new  generation  through  competitive  procurement 

•  equal  wholesale  rates  through  the  transmission  company 


APL  and  TAU  expanded  on  their  alternatives  for  the  structure  of  Alberta's  electric  industry  in 
their  submissions  to  the  department  in  response  to  the  discussion  paper  Regulatory  Framework 
for  the  Electric  Power  Industry.  However,  Edmonton  Power  indicated  support  for  the  current 
structure  of  the  electric  industry  and  did  not  discuss  the  transmission  company. 


The  attached  matrix  from  APL's  submission  effectively  compares  the  alternative  structures  of 
Alberta's  electric  industry. 


TAU  (Non-Integrated  Competition) 

APL  (Integrated  Competition) 

Pre-EEMA  (Non-Integrated  Monopoly) 

Status  Quo  (integrated  Monopoly) 

Integrated  Competition  (APL's  proposal) 


•  The  owners  of  generation  and  transmission  facilities,  including  independent  power  producers, 
would  negotiate  cost-of-service  contracts  with  the  Servco  to  supply  capacity  to  the  grid. 
New  generation  would  be  determined  through  competitive  bidding. 


../2 


•  A  Servco  would  be  responsible  for  the  following: 

-  planning  future  requirements  of  the  system  by  drafting  an  integrated  resource  plan; 

-  contracting  for  the  purchase  and  supply  of  electricity; 

-  coordinating  economic  dispatch  of  the  system;  and, 

-  providing  a  uniform  wholesale  rate  similar  to  the  current  cost  out  of  EEMA. 

•  The  distribution  functions  of  the  vertically  integrated  utilities  would  become  wholesale 
customers  of  the  Servco  and  purchase  electricity  at  a  price  similar  to  the  current  cost  out  of 
EEMA. 

•  One  regulatory  board  would  have  responsibility  for  approving  the  integrated  resource  plan, 
wholesale  contracts,  upstream  costs  into  the  Servco,  rates  of  the  investor-owned  wholesale 
customers  and  the  costs  of  the  Servco. 

Non-integrated  Competition  (TAU's  Proposal) 

•  The  vertically  integrated  utilities  would  remain  intact. 

•  Planning  and  competitive  bidding  would  be  done  at  the  individual  utility  level. 

•  Supply  arrangements  would  be  contractually  linked  to  markets. 

•  The  costs  of  future  generation  and  transmission  facilities  would  not  be  pooled  through 
EEMA. 

•  Wholesale  and  retail  transmission  access  would  be  available  to  non-utility  generators. 

•  The  electric  utility  regulatory  functions  of  the  &iergy  Resources  Conservation  Board  would 
be  consolidated  with  the  PUB.  Regulation  would  focus  on  the  decisions  made  by  the  utilities 
which  make  them  accountable  to  their  own  customers. 


Electricity  Policy  Branch 
ALBERTA  DEPARTMENT  OF  ENERGY 
September  14,  1992 


October  16,  1992 


Honourable  Rick  Orman 
Minister  of  Energy 
228  Legislature  Building 
Edmonton,  Alberta 


Dear  Mr.  Orman: 


The  EEMA  Review  Panel  has  now  considered  and  discussed  the  question  raised  in  your 
letter  of  September  15,  1992.  The  question  was: 

"Would  the  Panel  change  its  recommendations  in  any  substantial  way,  and  if  so 
in  what  respect,  if  one  of  the  alternative  industry  structures  proposed  by  Alberta 
Power,  Edmonton  Power  or  TransAlta  were  introduced?" 

A  summary  of  the  Panel's  recommendations  is  enclosed  for  your  reference. 

The  proposals  of  the  three  utilities  for  changed  industry  structure  were  not  developed  to 
any  degree  of  detail  before  the  Review  Panel  or  in  the  submissions  to  the  Department  of 
Energy's  Regulatory  Review.  They  were  presented  only  in  outline  and  preliminary  form.  For 
this  reason,  the  Panel's  understanding  of  the  proposals  is  quite  limited  and  its  response  to  your 
question  must  be  qualified  accordingly. 


Alberta  Pcjwer's  Proposal 


The  Alberta  Power  proposal  involved  the  creation  of  a  small  service  company,  or 
"Servco",  owned  by  the  wholesale  customers  of  the  industry,  which  would  contract  for  the 
purchase  and  supply  of  electric  energy,  coordinate  power-pool  operations  for  the  province 
and  provide  these  services  to  distributing  utilities  and  other  wholesale  customers  at  an 
average  wholesale  cost.  It  would,  in  essence,  replace  EEMA  and  do  much  as  EEMA  now 
does  but  under  contractual  arrangements. 

Reconmiendations  (2),  (3),  (4),  (5),  (7),  (9)  and  (10)  would  remain  generally 
applicable  with  adjustment  only  to  recognize  "Servco"  rather  than  EEMA.  Recommendation 
(1)  would  no  longer  apply  because  EEMA  would  be  replaced,  but  the  concept  would  remain 
valid.  The  Panel  would  recommend  that  "Servco",  instead  of  selling  at  a  common  wholesale 
price,  establish  a  system  where  the  wholesale  price  would  vary  in  a  manner  similar  to  that 
which  would  result  with  partial  equalization  as  proposed  in  Recommendation  (1). 
Recommendation  (6)  would  not  apply  since  EEMA  would  not  exist.  Recommendation  (8) 
would  be  replaced  by  one  that  would  recommend  rescission  of  the  EEMA  Act. 


Edmonton  Power's  Proposal 

The  Edmonton  Power  proposal  involves  the  establishment  by  the  Government  of 
Alberta  of  a  separate  electrical  transmission  company,  or  'Transco",  which  would  acquire 
ownership  of  the  major  provincial  transmission  lines,  purchase  electric  energy  from  the 
generating  companies  and  transmit  and  sell  it  to  the  distributing  utilities  and  other  wholesale 
customers  at  an  average  cost  at  the  end  of  transmission.  Ultimately,  Transco  would  be 
privatized  under  conditions  where  the  generating  and  distribution  companies  would  not  be 
permitted  to  own  shares.  Presumably,  Transco  would  differ  from  Servco  largely  in  that  it 
would  own  the  major  transmission  facilities  while  Servco  would  not. 

The  Panel's  response  is  the  same  as  that  with  respect  to  Alberta  Power's  proposal. 
Recommendations  (2),  (3),  (4),  (5),  (7),  (9)  and  (10)  would  remain  applicable  with  the 
adjustment  to  recognize  Transco  rather  than  EEMA.  The  concept  under  recommendation 
(1)  ~  partial  equalization  -  would  remain  valid  and  should  be  implemented  with  the 
Transco.  Recommendation  (6)  would  not  apply  since  EEMA  would  not  exist  and 
recommendation  (8)  would  be  replaced  by  one  that  would  recommend  rescission  of  the 
EEMA  Act. 


TransAlta^s  Proposal 

The  TransAlta  proposal  involves  the  introduction  of  competitive  procurement,  the 
unbundling  of  transmission  services  and  transmission  access  for  wholesale  and  retail  customers. 
It  would  retain  EEMA  for  existing  and  approved  generation  and  transmission  facilities  but  not 
for  new  facilities. 

With  respect  to  the  existing  and  approved  facilities  and  the  related  continued  operation 
of  EEMA,  none  of  the  Panel's  recommendations  would  change.  For  new  generation  and 
transmission  facilities,  which  under  the  TransAlta  proposal  would  fall  outside  EEMA's  scope. 
Recommendations  (4),  (7)  and  (9)  would  remain  applicable,  while  the  others  would  not  apply. 


The  Panel's  Recommendation  (10)  for  a  further  review  of  EEMA,  is  clearly  relevant  in 
the  event  of  any  substantive  change  in  the  structure  of  the  industry  such  as  reflected  in  each  of 
the  foregoing  proposals. 


General 


Yours  sincerely. 


G.W.  Govier 

For  the  EEMA  Review  Panel 
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